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We have audited the accompanying financial statements of the governmental activities, the business-type

~ activities, each major fund, and the aggregate remaining fund information of Hildale City, Utah, as of and -

for the year ended June 30, 2005, which collectively comprise the City’s basic financial statements as

- listed in the table of contents. These basic financial statements are the responsibility of Hildale City’s

management. Our responsibility is to express an opinion on these ba51c ﬁnanmal statements based on our
audit. : C '

We conducted our audit in accordance with auditing standards generally accepted in the United States of .
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in.the financial statements. An audit also includes assessing the accounting pnnc1ples used and
significant estlmates made by management, as well as evaluating the overall financial statement
presentatlon We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the

~ respective financial position of the governmental activities, the business type activities; each major fund,

and the aggregate remaining fund information of Hildale City as of June 30, 2005, and the respective

- changes in financial position and cash flows, where applicable, thereof and the respective budgetary -

comparison for the general fund for the year then ended in conformity with accountmg principles generaily
accepted in the Umted States of America.

In accordance with Govemment Auditing Stctndards, we have also issued our report dated August 31,

- 2005, on our consideration of Hildale City’s internal control structure over financial reporting and on our

tests of its compliance with laws and regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance

- with Government Auditing Standards and should be read in conjunction with this report in considering the

results of our audit.

1
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: The management 3 d1scuss1on and analysis is not a requlred part of the basrc ﬁnanc1al statements but is '_
' supplementary information required by: accounting principles generally accepted. if the Umted States of .

 América. We. have applied certain limited procedures, which consisted principally of i mqumes of
”management regardmg the methods of measurement and presentation of the requlred supplementary
' _mformatmn However we did not audit the mformat1on and express no opm1on on it. '

' Our audlt was conducted for the purpose of formmg opmlons on the ﬁnancml statements that collect1vely
o compnse Hlldale City’s bas1c ﬁnanc1al statements. The supplementary schedules are presented for
.+ purposes of additional analysis and are not a requrred part of the basic financial statements. The
S 'jsupplementary schedules have not been subjected to the auditing’ procedures appl1ed in the audit of the

basrc ﬁnanc1a1 statements and accordmgly, we express no opmlon on them. |
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of Hildale City (City), we offer readers of the City’s financial statements this narrative
overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2005. Please read
it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

o Total net assets increased by $676,597 which resulted in total assets in excess of total liabilities (net assets)

of $2,556,183 at the close of the fiscal year.

Total governmental revenues exceeded total governmental expenses by $28,214.

Total business-type expenses exceeded total business-type revenues by $648,383, which included affiliate
revenue and expense of $2.5 million and $4.8 million respectively.

e Total revenues from all sources were $6.7 million, which includes revenue from affiliates of $2.5 million
The total cost of all City programs was $6.1 million, which includes expenses from affiliates of $4.8
million.

The General Fund reported excess expenditures over revenues of $53,513. _
Actual resources received in the General Fund were less than the final budget by $307,209 while actual
expenditures were $442,439 less than the final budget.

e Atthe end of the current fiscal year, unreserved fund balance for the General Fund was $21,111 or 2% of
total General Fund expenditures, excluding transfers.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The three components of the financial statements
are: (1) Government-wide financial statements which include the Statement of Net Assets and the Statement of
Activities. These statements provide information about the activities of the City as a whole. (2) Fund financial
statements tell how these services were financed in the short term as well as what remains for future spending.
Fund financial statements also report the City’s operations in more detail than the government-wide statements
by providing information about the City’s most significant funds. (3) Notes to the financial statements.

Reporting the City as a Whole
The Statement of Net Assets and the Statement of Activities (Government-wide)

A frequently asked question regarding the City’s financial health is whether the year’s activities contributed
positively to the overall financial well-being. The Statement of Net Assets and the Statement of Activities
report information about the City as a whole and about its activities in a way that helps answer this question.
These statements include all assets and liabilities using the accrual basis of accounting, which is similar to the
accounting used by most private-sector companies. All of the current year’s revenues and expenses are taken
into account regardiess of when cash is received or paid.

These two statements report the City’s net assets and changes in them. Net assets, the difference between
assets and liabilities, are one way to measure the City’s financial health, or financial position. Over time,
increases or decreases in net assets are an indicator of whether the financial health is improving or
deteriorating. However, it is important to consider other non-financial factors such as changes in the City’s
property tax base or condition of the City’s roads to accurately assess the overall health of the City.



The Statement of Net Assets and the Statement of Activities, present information about the following:

e Government activities — All of the City’s basic services are considered to be governmental activities,
including general government, public safety, public works, parks and recreation, highways & streets, and
interest on long-term debt. Property taxes, sales tax, intergovernmental revenues and charges for services
finance most of these activities.

e Proprietary activities/Business type activities — The City charges a fee to customers to cover all of most of
the cost of the services provided.

Reporting the City’s Most Significant Funds
Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds—not the City as a
whole. Some funds are required to be established by State law and by bond covenants. However, management
establishes many other funds which aid in the management of money for particular purposes or meet legal
responsibilities associated with the usage of certain taxes, grants, and other money. The City’s two major kinds
of funds, governmental and proprietary, use different accounting approaches as explained below.

e Governmental funds — Most of the City’s basic services are reported in governmental funds. Governmental
funds focus on how resources flow in and out with the balances remaining at year-end that are available for
spending. These funds are reported using an accounting method called the modified accrual accounting
method, which measures cash and all other financial assets that can readily be converted to cash. The
governmental fund statements provide a detailed short-term view of the City’s general government
operations and the basic services it provides. Government fund information shows whether there are more
or fewer financial resources that can be spent in the near future to finance the City’s programs. We
describe the relationship (or differences) between governmental activities (reported in the Statement of Net
Assets and the Statement of Activities) and governmental funds in a reconciliation included with the Basic
Financial Statements and in footnote 2.

e Proprietary funds — When the City charges customers for the services it provides, these services are
generally reported in proprietary funds. Proprietary funds are reported in the same way that all activities
are reported in the Statement of Net Assets and the Statement of Activities.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net assets may serve over time as a useful indicator of the City’s financial position. The City’s combined assets
exceed liabilities by $2,556,183 as of June 30, 2005 as shown in the following condensed statement of net
assets. The City has chosen to account for its sewer operations in enterprise funds which are shown as Business

Activities.
Hildale City
Statement of Net Assets
Governmental Business-type
activities activities
6/30/2005 6/30/2004 6/30/2005 6/30/2004

Current and other assets $ 188,936 $ 200,548 $ 408,048 $ 413236
Capital assets 823,958 805,027 5,527,084 5,714,508
Investment in Affiliate - 19,596,134 18,874,537

Total assets 1,012,894 1,005,575 25,531,266 25,002,281
Long-term liabilities outstanding 155,751 218,547 23,657,656 23,773,315
Other labilities 167,825 125924 6,745 10,484

Total liabilities 323,576 344,471 23,664,401 23,783,799
Net assets:

Invested in capital assets, net

of related debt 668,207 586,480 1,684,428 1,756,193

Invested in affiliates - - (218,866) (940,463)

Restricted - - 159,535 124,547

Unrestricted 21,111 74,624 241,768 278,205

Total net assets $ 689,318 $ 661,104 $ 1,866,865 $ 1,218,482

Governmental Activities

The cost of all Governmental activities this year was $835,947. As shown on the statement of Changes in Net
Assets on the following page, $331,901 of this cost was paid for by those who directly benefited from the
programs, $168,564 was subsidized by grants received from other governmental organizations for both capital
and operating activities. Overall governmental program revenues, including intergovernmental aid and fees for
services, but excluding general revenues were $500,465. General revenues totaled $363,696.

The City’s programs include: General Government, Public Safety, Public Works, Parks & Recreation, and
Highways and Streets. Each programs’ revenues and expenses are presented below.



Hildale City
Changes in Net Assets
Governmental Business-type
activities activities
6/30/2005 6/30/2004 6/30/2005 6/30/2004
Revenues: ‘
Program revenues: ‘
Charges for services $ 331,901 $ 348,629 $ 372,368 $ 390,692
Operating grants and
contributions : 102,185 139,807 - -
Capital grants and
contributions ' 66,379 198,395 - 1,297
General revenues: :
Taxes 335,641 401,202 - -
Impact fees - - 8,112 44,391
Town fees 23,965 24,365 : - -
Other revenue/(expense) 4,090 (26,853) 2,959,019 1,200
Affiliate revenue - - 2,573,184 6,595,039
Total revenues 864,161 1,085,545 5,912,683 7,032,619
Expenses:
General government 422,550 343,823 - -
Public safety 203,709 204,047 - -
Public works 29,559 3,094 - -
Parks and recreation 80,720 63,430 - -
Highways and streets 91,892 138,673 - -
Interest on long-term debt 7,517 11,301 114,769 114,915
Sewer - - 347,944 378,566
Affiliate expenses - - 4,801,587 6,957,066
Total expenses 835,947 764,368 5,264,300 7,450,547
Increase/(decrease) in net assets 28,214 321,177 648,383 (417,928)
Net assets, beginning 661,104 339,927 1,218,482 1,636,410
Net assets, ending $ 689,318 $ 661,104 $ 1,866,865 $ 1218482

Total resources available during the year to finance governmental operations were $1,525,265 consisting
of Net assets at July 1, 2004 of $661,104, program revenues of $500,465 and General Revenues of
$363,696. Total Governmental Activities during the year were $835,947; thus Governmental Net Assets
were increased by $28,214 to $689,318.



The following graphs compare program expenses to program revenues and provide a breakdown of
revenues by source for all governmental activities:
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Business Type Activities

Net assets of the Business Type activities at June 30, 2005, as reflected in the Statement of Net Assets
were $1.8 million. The cost of providing all Proprietary (Business Type) activities this year was $5.2 which
includes $4.8 million of affiliate expenses. As shown in the statement of Changes in Net Assets, the
amounts paid by users of the system were $372,368. Interest earnings were $9,019, impact fees were
$8,112 and revenues from affiliates were $2.5 million. In addition, Twin City Power, an affiliate, sold a
gas contract which generated non-operating revenues of 2.9 million. Net Assets increased by $648,383.

Charges for
services

Revenues by Source, excluding affiliates - Current Year (in Thousands)

Interest income

Comnection &  Other revenues
impact fees
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General Fund Budgetary Highlights

The final appropriations for the General Fund at year-end were $442,439 greater than actual expenditures.
The budget to actual variance in appropriations was principally due to estimates of anticipated
expenditures for housing projects and general government which carried over to the next fiscal year.
Actual revenues were less than the final budget by $307,209. Budget amendments and supplemental
appropriations were made during the year to prevent budget overruns and to increase appropriations for
unanticipated expenditures after adoption of the original budget.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

The capital assets of the City are those assets that are used in performance of City functions including
infrastructure assets. Capital Assets include equipment, buildings, land, park facilities and roads. At the
end of fiscal year 2005, net capital assets of the government activities totaled $823,958 and the net capital
assets of the business-type activities totaled $5.5 million. Depreciation on capital assets is recognized in the
Government-Wide financial statements. (See notes to the financial statements.)

Debt

At year-end, the City had $155,751 in governmental type debt, and $3.84 million in proprietary debt, and
$19.8 million in Affiliate (Twin City Power, Water Departments and Gas Departments) debt. The debt is a
liability of the government and amounts to approximately $10,246 per capita. During the current fiscal
year, the City’s total debt decreased by $178,455. (See notes to the financial statements for detailed
descriptions.)

NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the City Budget for fiscal year 2005/2006, the City Council and management were cautious
as to the growth of revenues and expenditures. Overall General Fund operating expenditures were
budgeted so as to contain costs at the same level as fiscal year 2004/2005.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with
a general overview of the City’s finances and to show the City’s accountability for the money it receives. If
you have questions about this report or need additional financial information, contact Jeremiah Barlow,
Treasurer, Hildale City, P.O. Box 840490, Hildale, UT, 84780



BASIC FINANCIAL STATEMENTS



HILDALE CITY, UTAH
Statement of Net Assets
June 30, 2005
Governmental Business-type
Activities Activities Total

Assets

Cash and cash equivalents $ - $ 230,037 §$ 230,037
Receivables (net of allowance) 175,385 71,489 246,874
Prepaids 13,551 - 13,551
Temporarily restricted assets:

Cash and cash equivalents - 106,522 106,522
Investment in affiliates - 19,596,134 19,596,134
Capital assets (net of accumulated depreciation):

Land 83,421 364,661 448,082

Buildings 164,575 147,163 311,738

Improvements other than buildings 35,088 4,983,103 5,018,191

Machinery and equipment 117,325 15,659 132,984

Office furniture and equipment 19421 16,052 35473

Automobiles and trucks 354,301 446 354,747

Infrastructure 49,827 - 49,827

Total assets 1,012,894 25,531,266 26,544,160
Liabilities
Accounts payable and other current liabilities 135,432 13,853 149,285
Internal balances 7,108 (7,108) -
Deferred revenue 25,285 - 25,285
Noncurrent liabilities:
Due within one year 58,635 1272419 1,331,054
Due in more than one year 97,116 22,385,237 22,482,353
Total Labilities 323,576 23,664,401 23,987.977
Net Assets
Invested in capital assets, net of
related debt 668,207 1,684,428 2,352,635
Invested in affiliates - (218,866) (218,866)
Restricted for:
Repair & replacement - 53,900 53,900
Debt service - 105,635 105,635
Unrestricted 21,111 241,768 262,879
Total Net Assets $ 689318 §$ 1,866,865 § 2,556,183

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Balance Sheet
Governmental Funds
June 30, 2005
Total
Governmental
General Fund Funds
Assets
Cash $ - 5 -
Receivables (net of allowance for uncollectibles)
Services 95,353 95,353
Leases 5,040 5,040
Due from other governments 74,992 74992
Prepaid expense 13,551 13,551
Total assets $ 188,936 $ 188,936
Liabilities and fund balances
Liabilities:
Accounts payable $ 135432 $ 135432
Due to other funds 7,108 7,108
Deferred revenue 25,285 25285
Total liabilities 167,825 167,825
Fund balances:
Unreserved:
Designated for subsequent year - -
Unreserved 21,111 21,111
Total fund balances 21,111 21,111
Total liabilities and fund balances $ 188,936

Amounts reported for governmental activities in the statement of net assets
are different because:
Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the funds. 823,958
Some liabilities, including bonds payable and capital leases, are not due
and payable in the current period and therefore are not reported
in the funds. (155,751)

Net assets of governmental activities $ 689,318

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2005

(Memoradum Only)

General Fund General Fund
June 30, 2005 _ June 30, 2004
Revenues
Property taxes $ 72,454 $ 155,757
Sales and use taxes 195,651 183,442
Franchise taxes 67,537 62,003
Licenses and permits 2,495 2,630
Intergovernmental revenue 168,564 320,226
Ambulance revenues 62,573 71,375
City service fees 23,965 24,365
Accounting service fees 194,595 184,082
Engineering service revenues 26,602 33,624
Rent and Industrial park leases 18,075 18,883
Other revenues/contributions 27,560 38,035
Interest income - 4,000 - 2,873
Total revenues 864,161 1,097,295
Expenditures
Current:
General government 182,092 218,999
Accounting service _ 241,555 209,722
Public safety 276,166 536,126
Public works 23,089 41,674
Highways and streets 118,799 138,673
Parks and recreation 115,830 77,671
Total expenditures 957,531 1,222,865
Excess of revenues Over/(Under) expenditures (93,370) (125,570)
Other financing sources (uses):
Lease proceeds 39,857 179,288
Total financing sources (uses) 39,857 179,288
Net change in fund balance (53,513) 53,718
Fund balance, beginning of year 74,624 20,906
Fund balance, end of year - $ 21,111 $ 74,624

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
To the Statement of Activities
For the Year Ended June 30, 2005

Amounts reported for governmental activities in the statement of activities are
different because:

Net change in fund balances - total governmental funds $

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the costs of those assets is allocated over their estimated useful
lives and reported as depreciation expense. This is the amount by which capital outlays
exceeded depreciation in the current period.

The issuance of long-term debt (e.g., bonds, leases) provides current financial
resources to governmental funds, while the repayment of the principal of long-term
debt consumes the current financial resources of governmental funds. Neither
transaction, however, has any effect on net assets. Also, governmental funds
report the effect of issuance costs, premiums, discounts, and similar items when
debt is first issued, whereas these amounts are deferred and amortized in the

statement of activities. This amount is the net effect of these differences in the
treatment of long-term debt and related items.

(53,513)

18,931

62,796

Change in net assets of governmental activities $

28,214

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
General Fund
Statement of Revenues, Expenditures, and Changes in Fund Balances
Budget and Actual
For the Year Ended June 30, 2005

Variance With
Budgeted Amounts Final Budget-
Actual Positive
Revenues Original Final Amounts (Negative)
Property taxes $ 180,500 $ 181,500 $ 72,454 $ (109,046)
Sales and use taxes 200,750 200,750 195,651 (5,099)
Franchise taxes 73,400 73,400 67,537 (5,863)
Licenses and permits 3,500 3,500 2,495 (1,005)
Intergovernmental revenue 253,170 274,570 168,564 (106,006)
Ambulance revenues 62,200 62,200 62,573 373
City service fees 25,000 25,000 23,965 (1,035)
Accounting service fees 224,400 240,000 194,595 (45,405)
Engmneering service revenues 57,590 45,540 26,602 (18,938)
Rent and Industrial park leases 28,560 28,560 18,075 (10,485)
Other revenues/contributions 29,500 33,350 27,560 (5,790)
Interest income 3,000 3,000 ‘ 4,090 1,090
Total revenues 1,141,570 1,171,370 864,161 (307,209)
Expenditures
Current:
General government 302,640 335,630 182,092 153,538
Housing projects 68,000 68,000 - 68,000
Accounting service 224,400 258,800 241,555 17,245
Public safety 293,480 293,680 276,166 17,514
Public works 57,600 57,600 23,089 34,511
Highways and streets 201,890 209,750 118,799 90,951
Parks and recreation ‘ 153,560 176,510 115,830 60,680
Total expenditures 1,301,570 1,399,970 957,531 . 442,439
Excess of Revenues Over/(Under) Expenditures (160,000) (228,600) (93,370) 135,230
Other financing sources (uses)
Lease proceeds 165,000 165,000 39,857 (125,143)
Total other financing sources and uses 165,000 165,000 39,857 (125,143)
Net change in fund balances 5,000 (63,600) (53,513) 10,087
Fund balance, beginning of year 74,624 74,624 74,624 -

Fund balance, end of year $ 79,624 $ 11,024 $ 21,111 $ 10,087

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Statement of Net Assets
Proprietary Funds
June 30, 2005
Sewer Affiliates Total
Assets
Current assets:
Cash and cash equivalents $ 230,037 $ - $ 230,037
Receivables, net of allowance 71,489 - 71,489
Due from other funds 7,108 - 7,108
Total current assets 308,634 - 308,634
Noncurrent assets:
Restricted cash and cash equivalents 106,522 - 106,522
Investment in affiliates - 19,596,134 19,596,134
Capital assets:
Land 364,661 - 364,661
Buildings 1,044,081 - 1,044,081
Improvements other than buildings 6,345,679 - 6,345,679
Automobiles and trucks 75,745 - 75,745
Machinery and equipment 36,824 - 36,824
Office furniture and equipment 669 - 669
Less: Accumulated depreciation (2,340,575) - (2,340,575)
Total noncurrent assets 5,633,606 19,596,134 25229740
Total assets 5,942,240 19,596,134 25,538,374
Liabilities
Current liabilities:
Accounts payable 13,853 - 13,853
Current portion of noncurrent liabilities 117419 1,155,000 1272419
Total current liabilities 131,272 1,155,000 1,286,272
Noncurrent liabilites:
Bonds payable, net of current portion 3,725,237 18,660,000 22,385,237
Total noncurrent liabilities 3,725,237 18,660,000 22,385,237
Total liabilities 3,856,509 19,815,000 23,671,509
Net Assets
Invested in capital assets, net of related debt 1,684,428 - 1,684,428
Invested in affiliates (218,866) (218,866)
Restricted for repair & replacement 53,900 - 53,900
Restricted for debt service 105,635 - 105,635
Unrestricted 241,768 - 241,768
Total net assets $ 2085731 $  (218866) $ 1,866,865

The accompanying notes are an integral part of the financial statements.




HILDALE CITY, UTAH
Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Funds

For the Year Ended June 30, 2005

Operating revenues

Charges for services

Total Operating Revenues

Operating expenses

Salaries

Benefits

Professional & technical services
Supplies and maintenance

Office expenses

Insurance

Utilities

Depreciation

Total operating expenses
Operating income (loss)
Non-operating revenues/(expenses)

Connection fees

Contributed capital

Interest income

Wastewater impact fees

Interest expense and fiscal charges
Net income /'(loss) from affiliate

Total non-operating income/(loss)
Change in net assets
Total net assets, beginning of year

Total net assets, end of year

Sewer Fund Affiliates Total
$ 367,725 $ - $ 367,725
367,725 - 367,725
34,479 - 34,479
4,422 - 4,422
30,199 - 30,199
64,628 - 64,628
1,613 - 1,613
4,254 - 4,254
8,417 . 8417
199,932 - 199,932
347,944 - 347,944
119,781 - 19,781
4,643 - 4,643
9,019 - 9,019
8,112 - 8,112
(114,769) - (114,769)
- 721,597 721,597
(92,995) 721,597 628,602
(73,214) 721,597 648,383
2,158,945 (940,463) 1,218,482
$ 2,085,731 $ (218,866) $ 1,866,865

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2005

Cash flows from operating activities
Cash received from customers, service fees
Cash received from customers, other
Cash paid to suppliers
Cash paid to employees
Cash paid to other funds

Cash flows from operating activities

Cash flows from non-capital financing activities
Connection fees
Wastewater impact fees

Cash flows from non-capital financing activities

Cash flows from capital and related financing activities
Acquisition of capital assets
Principal paid on long-term debt
Contributed Capital
Interest paid

Cash flows from capital and related financing activties

Cash flows from investing activities
Interest on investments

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Reconciliation of operating income to net cash flows from
operating activities:
Net operating income
Adjustments to reconcile operating income to
net cash provided by operating activities:
Depreciation
Changes in operating assets and liabilities:
(Increase)/Decrease in receivables
(Increase)/Decrease m due from other funds
Increase/(Decrease) in accounts payable

Net cash flows from operating activities

(Memorandum Only)

Sewer Fund Sewer Fund

June 30, 2005 June 30, 2004

$ 410,175 $ 336,568

- 5,352
(105,742) (102,939)
(38,901) (52,811)

(7,108) -

258,424 186,170

4,643 - 21,890

8,112 44,391

12,755 66,281
(12,507) (50,183)
(115,661) (115,514)

- 1,297
(114,769) (114,915)
(242,937) (279,315)

9,019 5,035
37,261 (21,829)

299,298 321,127

$ 336,559 $ 299,298
$ 19,781 $ (9,764)

199,932 220,634
42,450 (26,882)

(7,108) -

3,369 2,182

$ 258,424 $ 186,170

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies

Hildale City, (the City) is a municipal corporation and political subdivision of the State of Utah,
organized and existing as a third class city pursuant to Title 10, Utah Code Annotated 1953, as

~ amended. The City is governed by a mayor and five council members elected for staggered four-

year terms. The mayor presides over all meetings but casts not vote in the council except in case

of a tie. Some department heads are full-time employees of the City and responsible for day-to-

day operations within the policy framework of the governing body. They report to the Mayor and

City Council. ‘

Reporting Entity

In evaluating how to define the City, for financial reporting purposes, management has considered
all potential component units. The decision to include a potential component unit in the reporting
entity is made by applying the criteria set forth in Generally Accepted Accounting Principles
(GAAP). The basic, but not the only, criterion for including a potential component unit within the
reporting entity is the governing body's ability to exercise oversight responsibility. The most
significant manifestation of this ability is financial interdependency. Other manifestations of the
ability to exercise oversight responsibility include, but are not limited to, the selection of
governing authority, the designation of management, the ability to significantly influence
operations and accountability for fiscal matters. The other criterion used to evaluate potential
component units for inclusion or exclusion from the reporting entity is the existence of special

financing relationships, regardless of whether the City is able to exercise oversight responsibilities.

Based upon the application of these criteria, there are no separate component units combined to
form the reporting entity. However, the City has an equity interest in Twin City Power Joint
Management, Operations and Maintenance Agreement (Twin City Power) Twin City Water Joint
Management, Operations and Maintenance Agreement (The Water Departments) and a Natural
Gas Department. (See Note 9).

The accompanying financial statements include all activities of the City.
Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the non-fiduciary activities of the primary
government. For the most part, the effect of the inter-fund activity has been removed from these
statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from government-wide financial statements. Major
individual governmental funds and major individual enterprise funds are reported as separate columns
in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in
the year for which they are levied. Grants and similar items are recognized as revenues as soon as all
eligibility requirements imposed by the provider have been met.

The use of financial resources to acquire capital assets are capitalized as assets in the government-wide
financial statements, rather than as an expenditure. Proceeds from long-term debt are recorded as a
liability in the government-wide financial statements, rather than as an other financing source.
Amounts paid to reduce long-term debt of the City are reported as a reduction of a related liability,
rather than as expenditures in the government-wide financial statements.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as
they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the City considers revenues to be available if they are collected within 60 days of the
end of the current fiscal period. Expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is due.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Property taxes, licenses and interest associated with the current fiscal period are all considered to
be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
Only the portion of special assessments receivable due within the current fiscal period is
considered to be susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the City.

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund. It accounts for all financial
resources of the general government, except for those required to be accounted for in
another fund.

The City reports the following major proprietary funds:

The Sewer Fund is used to account for the provision of sewer services to the residents of
the City. '

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. The government has elected not to follow subsequent private-sector guidance.

As a general rule, the effect of inter-fund activity has been eliminated from the government-wide
financial statements.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise funds are charges to customers for sales and
services.

Operating expenses for the enterprise funds include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this

definition are reported as non-operating revenues and expenses.

Memorandum Totals

The columns on the combined Statements are captioned “memorandum only” to indicate that they

are presented only to facilitate financial analysis. Data in these columns do not present financial
position, results of operations, or cash flows in conformity with generally accepted accounting
principles. Neither is such data comparable to consolidation. Interfund eliminations have not been
made in the aggregation of this data.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Deposits and Investments

Cash includes cash on hand, demand deposits with banks and other financial institutions, deposits
in other types of accounts, or cash management pools that have the general characteristics of
demand deposit accounts and short-term investments with original maturities of three months or
less from the date of acquisition.

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as “due to” or “due from other funds.” All trade accounts
receivable in the enterprise funds are shown net of an allowance for uncollectibles. Due to the
nature of the accounts receivable in governmental type activities, management does not consider
an allowance for uncollectible accounts receivable necessary or material. Therefore, no allowance
for uncollectible accounts receivable is presented.

Inventories and prepaid items

The costs of governmental fund-type inventories are recorded as expenditures when purchased
rather than when consumed. Inventories of the business type activities are valued at the lower of
FIFO cost or market. Market is considered as replacement cost.

Inventories in all fund types are immaterial and are not recorded.
Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks, and similar items), are reported in the applicable governmental or business-
type activity columns in the government-wide financial statements. Capital assets are defined by
the City as assets with an individual cost of more than $1,000 and an estimated useful life in
excess of three years. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair market value at the
date of donation. The costs of normal maintenance and repairs that do not add to the value of the
asset or materially extend assets lives are not capitalized. Interest incurred during the construction
phase of capital assets of business-type activities is included as part of the capitalized value of the
assets constructed. :
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Property, plant and equipment are depreciated using the straight-line method over the following
estimated useful lives:

Buildings 40 years
Improvements 20-40 years
Automobiles and trucks 5-7 years
Machinery and equipment - 7 years
Infrastructure 20 years

Compensated Absences

The City does not currently have a policy for vacation and sick leave benefits; thus, there are no
such accruals or expenses.

Long-term Obligations

In the government-wide financial statements and proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or proprietary fund type statement of
net assets. Bond premiums, discounts, and issuance costs are deferred and amortized over the life
of the applicable debt. In the fund financial statements, governmental fund types recognize bond
premiums and discounts, as well as bond issuance costs, during the current period. The face
amount of debt issued is reported as other financing sources while discounts on debt issuances are
- reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

Wages and Salaries

Some of the City’s employees are employed by Colorado City. The City reimburses Colorado City
for wages, payroll taxes and benefits for these contracted employees.

Estimates

Generally accepted accounting principles require management to make estimates and assumptions
that affect assets and liabilities, contingent assets and liabilities, and revenues and expenditures.
Actual results could differ from those estimates.

Risk Management

The City maintains insurance for general liability, auto liability, employee dishonesty and worker’s

compensation through the Utah Local Government’s Insurance Trust, American States Insurance
and the Worker’s Compensation Fund of Utah, respectively.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 2. Reconciliation of Government-Wide and Fund Financial Statements

Explanation of certain differences between the governmental fund balance sheet and the
government-wide statement of net assets:

The governmental fund balance sheet includes a reconciliation between total governmental fund
balances and net assets of governmental activities as reported in the government-wide statement of nets
assets. This difference primarily results from the long-term economic focus of the statement of net
assets versus the current financial resources focus of the governmental fund balance sheets. One
element of that reconciliation explains that “long-term liabilities, including bonds payable, are not due
and payable in the current period and therefore are not reported in the funds.” The details of this
$218,547 difference are as follows: '

Bonds/leases payable $  (155,751)
Net adjustment to reduce fund balance - total governmental
funds to arrive at net assets - governmental activities $ (155,751)

Capital related items:
When capital assets (property, plant & equipment) that are to be used in governmental activities
are purchased or constructed, the cost of those assets are reported as expenditures in governmental
funds. However, the statement of net assets includes those capital assets among the assets of the
City as a whole.

Cost of capital assets $ 1432721
Accumulated depreciation (608,763)
Net adjustment to increase fund balance - total governmental
finds to arrive at net assets - governmental activities $ 823,958

Explanation of differences between governmental fund statement of revenues, expenditures, and
changes in fund balance and the government-wide statement of activities:

The governmental fund statement of revenues, expenditures, and changes in fund balance includes a
reconciliation between net changes in fund balances-total governmental funds and changes in net
assets of governmental activities as reported in the government-wide statement of activities. The first
element of this reconciliation states that capital outlays are reported in the governmental funds as
expenditures while the government-wide statement of activities allocates these costs over the useful
lives of the assets as depreciation. While shown in the reconciliation as the net difference, the
elements of this difference are as follows:

Capital outlay $ 153,089
Depreciation expense (134,158)
Net adjustment to increase net changes in fund balance
total governmental funds to arrive at changes in net assets
of governmental activities $ 18,931
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HILDALE CITY,UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 2. | Reconciliation of Government-Wide and Fund Financial Statements, Continued

Explanation of differences between governmental fund statement of revenues, expenditures, and
changes in fund balance and the government-wide statement of activities, continued:

Another element of that reconciliation states that “the issuance of long-term debt provides current
financial resources to governmental funds, while the repayment of the principal of long-term debt
consumes the current financial resources of governmental funds. Neither transaction, however, has any
effect on net assets. The details of this difference are as follows:

Lease proceeds ‘ (39,857)
Principal paid on debt 102,653
Net adjustment to increase net changes in fund

balance - total governmental funds to arrive at changes

in net assets of governmental activities _ $ 62,796

NOTE 3. Stewardship, Compliance, and Accountability

Budgets and Budgetary Accounting

Annual budgets are prepared and adopted by the City Council on or before June 22 for the fiscal
year commencing the following July 1, in accordance with State law. The operating budget
includes proposed expenditures and the proposed sources of financing for such expenditures.
Prior to June 22, a public hearing is conducted to obtain taxpayer input. Budgets are adopted and
control of budget appropriations is exercised, under State law, at the department level. Budget
amendments are required to increase expenditure budgets. The General Fund budget is prepared
using the modified accrual basis of accounting. Budgets for the proprietary fund types are
prepared using the accrual basis of accounting, except that depreciation for all proprietary fund
types was not budgeted. During the current fiscal year there were various amendments to the
budget. Procedures for amending the budget were done in accordance with state law.

Taxes

Property taxes are collected by the Washington County Treasurer and remitted to the City in
multiple installments. Taxes are levied and are due and payable on November 1 and delinquent
after November 30 of each year at which time they become liens if not paid. An accrual of
uncollected current and prior year’s property taxes has not been made, as the amounts are not

material in relationship to the financial statements taken as a whole.

Sales taxes are collected by the Utah State Tax Commission and remitted to the City monthly.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 4. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State Treasurer
about investment policies, promote measures and rules that will assist in strengthening the banking
and credit structure of the state and review the rules adopted under the authority of the State of
Utah Money Management Act that relate to the deposit and investment of public funds.

Hildale City follows the requirements of the Utah Money Management Act (Utah code, Section
51, chapter 7) in handling its depository and investment transactions. The Act requires the

- depositing of Hildale City funds in qualified depositories. The Act defines a qualified depository

as any financial institution whose deposits are insured by an agency of the Federal Government
and which has been certified by the State Commissioner of Financial Institutions as meeting the
requirements of the Act and adhering to the rules of the Utah Money Management Council.

The City's Central Treasury consist of the following at fiscal year end:

Far West Bank $ 182,387
State Treasurer's Investment Pool 697,941
U.S. Bank 1,088,288
Wells Fargo Bank 927,308
Zions First National Bank 213,221
Less amounts transferred to Hildale and Colorado City Joint Utilities (2,829,034)
$ 280,111

Cash in bank and equity in the City's Central Treasury by fund and by financial institution at
fiscal year end is as follow:

General Sewer
Fund Fund Total

Equity in Central Treasury 3 (512) $ 280,623 $ 280,111
Cash in bank:

Far West Bank 312 - 312

State Treasurer's Investment Pool - - 55,936 55,936
Cash on hand ] 200 - - 200

Total Cash and Investments $ - $ 336,559 $ 336,559
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2005

NOTE 4. Deposits and Investments, Continued

Deposits
Custodial Credit Risk

" For deposits this is the risk that in the event of a bank failure, the government’s deposit may not be
returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June 30,
2005, $2,197.056 of the Hildale City’s central treasury’s bank balance of $2,597,057 was exposed
to custodial credit risk because it was uninsured and collateralized.

Investments

The Money Management Act defines the types of securities authorized as appropriate investment
for Hildale City and the conditions for making investment transactions. Investment transactions
may be conducted only through qualified depositories, certified dealers, or directly with issuers of
the investment securities.

Statutes authorize Hildale City to invest in negotiable or nonnegotiable deposits of qualified
depositories and permitted negotiable depositories; repurchase and reverse repurchase agreements;
commercial paper that is classified as “first tier’ by two nationally recognized statistical rating
organizations, one of which must be Moody’s Investor Services or Standard & Poor’s, bankers’
acceptances; obligations of the United States Treasury including bills, notes, and bonds; bonds,
notes, and other evidence of indebtedness of political subdivisions of the State; fixed rate
corporate obligations and variable rate securities rated “A” or higher, or the equivalent of “A” or
higher, by two nationally recognized statistical rating organizations; shares or certificates in a

' money market mutual fund as defined in the Act; and the Utah State Public Treasurer’s Investment
Fund |

The Utah State Treasurer’s Office operates the Public Treasurer’s Investment Fund (PTIF). The
PTIF is available for investment of funds administered by any Utah public treasurer.

The PTIF is not registered with the SEC as an investment company. The PTIF is
authorized and regulated by the Money Management Act, Section 51-7, Utah Code
Annotated, 1953, as amended. The Act established the Money Management Council
which oversees the activities of the State Treasurer and the PTIF and details the types of
authorized investments. Deposits in the PTIF are not insured or otherwise guaranteed by
the State of Utah, and participants share proportionally in any realized gain or Josses on
investments.
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HILDALE CITY
Notes to the Financial Statements
June 30, 2005

NOTE 4. Deposits and Investments, Continued

The PTIF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTIF are allocated based upon the participant’s average
daily balance. The fair vale of the PTIF investment pool is approximately equal to the value of the
pool shares.

As of June 30, 2005 the government had the following investments and maturities:

Investments Maturities (in Years)

Farr Less More
Investment Type Value than 1 1-5 6-10 than 10
State of Utah Public Treasurer's
Investement Fund $ 697941 $ 697941 $ - $ - 3 -
Total Fair Value $ 697941 $ 697941 $ - 3 - $ -
Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Hildale City’s policy for managing its exposure to fair value loss arising from
increasing interest rates is to comply with the State’s Money Management Act. Section 51-7-11 of
the Act requires that the remaining term to maturity of investments may not exceed the period of
availability of the funds to be invested.

Credit risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. Hildale City’s policy for reducing exposure to credit risk is to comply with the State’s

Money Management Act.

At June 30, 2005 Hildale City had the following investments and quality ratings:

Quality Ratings
Fair
Investment Type Value AAA AA A Unrated
State of Utah Public Treasurer's :
Investement Fund $ 697941 § -3 -3 - $ 697941
Total Fair Value $ 697941 § - $ - $ - § 697941
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HILDALE CITY
Notes to the Financial Statements
June 30, 2005

NOTESS. Capital Assets

The following table summarizes the changes to capital assets for governmental activities during the year.

Governmental Activities: Balance Balance
6/30/2004 Additions Deletions 6/30/2005
Capital assets, not being depreciated:
~ Land $ 83,421 3 - $ - ¥ 83421
Total capital assets, not being depreciated 83,421 : - - 83,421

Capital assets, being depreciated:

Buildings 260,621 - - 260,621
Improvements Other than Buildings 24,006 5,629 - 29,635
Machinery and Equipment 159,729 80,366 - 240,095
Office Furniture and Equipment 69,243 4,396 - 73,639
Automobiles and Trucks 639,706 53,041 - 692,747
Infrastructure. 42906 9,658 - -52,564

Total capital assets, being depreciated 1,196,211 153,090 - 1,349,301

Less accumulated depreciation for:

Buildings (89,531) 6,515) - (96,046)
Improvements Other than Buildings (1,719} (2,828) - 4,547
Machinery and Equipment (93,569) (19,202) - (112,771)
Office Furniture and Equipment (45.943) (8,275) - (54,218)
Automobiles and Trucks (243,843) (94,603) - (338,446)
Infrastructure o - (2,736) - (2,736)
Total accumulated depreciation (474,605) (134,159) - (608,764)

Total capital assets, being depreciated, net 721,606 18,931 - 740,537

Governmental activities capital assets, net $ 805,027 $ 18,931 $ - $ 823958

Deprectiation expense was charged to the functions/programs of the City as follows:

Governmental Activities:

General government 3 36,226

Public safety 87511

Public works/streets 7,140

Parks & recreation ' 3282

Total depreciation expense - governmental activities - $ 134,159
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HILDALE CITY

Notes to the Financial Statements
June 30, 2005

NOTE 5. Capital Assets, Continued

The following table summarizes the changes to capital assets for business-type activities during the year.

Business Type Activities:

Capital assets not being depreciated:
Land
Total capital assets, not being depreciated

Capital assets being depreciated:

Buildings
Improvements other than buildings
Machinery and equipment
Office furniture and equipment
Automobiles and trucks

Total capital assets, being depreciated

Less accumulated depreciation for:

Buildings

Improvements other than buildings
Machinery and equipment

Office furniture and equipment
Automobiles and trucks

Total accumulated depreciation

Total capital assets, being depreciated, net

Business-type activities capital assets, net

Balance B alance
6/30/2004 Additions 6/30/2005
$ 364,661 $ - $ $ 364,661
364,661 - 364,661
1,044,081 - 1,044,081
6,333,171 12,508 6,345,679
36,824 - 36,824
669 - 669
75,745 - 75,745
7,490,490 12,508 7,502,998
(624,083) (26,144) (650,227)
(1,449,099) (160,168) (1,609.267)
(15,124) (5,648) (20,772)
- (223) (223)
(52,337 (7,749) (60,086)
(2,140,643) (199,932) (2,340,575)
5,349,847 (187.424) 5,162,423
$ 5,714,508 $ (187.424) $ $ 5527084
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HILDALE CITY
Notes to the Financial Statements
June 30, 2005

NOTE 6. Long-Term Debt

The following is a summary of changes in long-term debt for the year ended June 30, 2005:

Balance : Balance Current

6/30/2004 Additions Retirements 6/30/2005 Portion
Sewer Revenue Bonds, Series 1979 $ 303,028 $ - $ 14328 $ 288,700 $ 15,061
Sewer Revenue Bonds, Series 2000A 1,427,000 . - 79,000 1,348,000 79,000
Sewer Revenue Bonds, Series 2000B 1,873,808 ‘ - 18,780 1,855,028 19,643
Sewer Revenue Bonds, Series 2000C 354,479 - 3,551 350,928 3,715
Electric Revenue Bonds, Series 1995 18,505,000 - - 18,505,000 1,085,000
Electric Revenue Bonds, Series 1997 1,310,000 - - 1,310,000 70,000
Total Bonds 23,773,315 - 115,659 23,657,656 1,272419
Capital leases payable 218,547 19,837 82,633 155,751 58,635
Total Long-Term Debt $23,991,862 ‘ $ 19837 $ 198,292 $23,813,407 $1,331,054
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HILDALE CITY
Notes to the Financial Statements
June 30, 2005

Long-Term Debt, Continued

Revenue Bonds and Other:

Sewer Revenue Bonds, Series 1979, due in monthly
principal and interest installments of $2,435, bearing
interest at 5.00%, maturing March 15, 2019, secured
by the sewer building and distribution lines.

Parity Sewer Revenue Bond, Series 2000A, due in annual
principal installments ranging from $79,000 - $80,000,
non-interest bearing, maturing April 1, 2022.

Parity Sewer Revenue Bond, Series 2000B, due in annual
principal installments ranging from $18,000 - $99,000, bearing
interest at 4.5%, maturing Novermber 25, 2042.

Parity Sewer Revenue Bond, Series 2000C, due in annual
principal installments ranging from $3,400 - $18,800, bearing
interest at 4.5%, maturing November 25, 2042.

Electric Revenue Bonds, Series 1995, due in
annual principal installments ranging from
$210,000 to $1,805,000 bearing interest semi-
annually at 7.00 - 8.00% maturing beginning
September 1, 2003 and ending September 1, 2025.

Electric Revenue Bonds, Series 1997, due in annual
principal installments ranging from $15,000 to
$190,000 bearing interest semiannually at 7.75%,
maturing September 1, 2025.

Total Bonds Payable and Other Obligations
Less Current Portion

Total Long-Term Debt, Net of Current Portion
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288,700

1,348,000

1,855,028

350,928

18,505,000

1,310,000

23,657,656

(1,272,419)

22,385,237

* These bonds are on the books of Twin City Power, See Note regarding Investment in Affiliates.



HILDALE CITY

Notes to the Financial Statements

June 30, 2005

NOTE 6. Long-Term Debt, Continued

Debt service requirements to maturity are as follows:

Year Ended
June 30, Sewer Revenue Bonds Electric Revenue Bonds*
Principal Interest Principal Interest
2006 $ 117,419 $ 113,009 $ 1,155,000 $ 1,476,606
2007 119,261 111,167 445,000 1,443,691
2008 121,194 109,234 430,000 1,409,596
2009 123,219 107,209 470,000 1,373,677
2010 125,342 105,086 515,000 1,335,158
2011-2015 662,306 489,833 3,270,000 5,977,528
2016-2020 696,847 420,248 4,805,000 4,417,366
2021-2025 406,455 364,585 6,750,000 2,140,015
2026-2030 319,017 292,023 1,975,000 77,658
2031-2035 393,506 217,534 - -
2036-2040 492,589 118,451 - -
2041-2043 265,501 14,567 - -
Totals $ 3,842,656 $ 2,462,946 $ 19,815,000 $ 19,651,295
* See Note regarding Investment in Affiliates
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HILDALE CITY
Notes to the Financial Statements
June 30, 2005

NOTE 7. Capital Leases Payable

General Fund:

The City has entered into nine lease agreements, which are considered capital leases in accordance
with Financial Accounting Standard Board statement number 13. These leases are show in the

governmental activities of the government-wide statements.

The following is an annual schedule of future minimum lease payments with interest rates ranging
from 7.4 percent to 2.65 percent under capital leases, together with the present value of the net

minimum lease payments:

Year Ending
June 30, Total

2006 $ 65,463
2007 56,558
2008 35,463
2009 4,271
2010 : 4,272
2011 339

Total remaining lease payments 166,366

Less amount representing interest (10,615)

Present value of net remaining minimum lease payments $ 155,751

The summary of assets acquired through capital leases follows:

Depreciation ~ Accumulated
Cost Expense Depreciation

Vehicles and equipment $520483 § 64271 $ 305715
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HILDALE CITY
Notes to the Financial Statements
June 30, 2005

NOTE 8. Deferred Revenue

Deferred Revenues shown in the General Fund in the amount of $25,285 represent $2,891 in
Industrial Park leases receivable not collected within sixty days after year end and $22,394 in
Sewer Service accounts receivable not collected within sixty days after year end. The sewer
accounts receivable were previously recorded in the proprietary fund. The account was transferred
to the general fund during the 1998 fiscal year per City ordinance. (See footnote 1, Governmental
Fund Types.)

NOTE 9. Investment in Affiliates

The City has the following investments which are accounted for using the equity method:
Twin City Power

The Twin City Power Joint Management, Operations and Maintenance Agreement (Twin City
Power) was formed on April 29, 1994 by the Town of Colorado City, Arizona and Hildale City,
Utah (the Cities). The Town of Colorado City, Arizona, pursuant to the provisions of Title 11,
Chapter 7, Article 3, Arizona Revised Statutes, as amended (the "Arizona Joint Exercise of Powers
Act") and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the "Utah Interlocal Co-operation Act") entered into the "Electric
Distribution Systems Management Operation and Maintenance Agreement."

Each City has acquired its own electric system which is independently owned and financed and
reflected in the funds of Twin City Power. Each City's ownership percentage in Twin City Power
is based upon their original investments in their City's system and subsequent specific
contributions. Common operating revenues and expenditures are allocated on the basis of the
proportion that the annual energy sales to each City’s electric customers bears to the total annual
energy sales.

The "Power Board" consists of seven Members, three appointed by the Mayor and Council of
Hildale City and four Members appointed by the Mayor and Council of Colorado City. Each
Member is entitled to one vote; however, budgeting and financing is done by each City's Council
and merely ratified by the "Power Board."

Twin City Power’s audited financial statements as of June 30, 2005 can be obtained at the
following address:

Hildale City

320 E. Newel Avenue
“Hildale, Utah 84784
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Notes to the Financial Statements
June 30, 2005

HILDALE CITY

NOTE 9. Investment in Affiliates, Continued

Twin City Power, (Continued)

The following is a summary of the total assets, liabilities, revenues, and expenditures associated
with Twin City Power and their allocation between the Cities for the year ended June 30, 2005:

Distribution Generation
Hildale Colorado Hildale
City City City Total

Total Assets $ 1,061,572 $ 807,537 20,125,942 $ 21,995,051
Current Liabilities $ 72,049 $ 132,646 3,127,960 $ 3,332,655
Long-Term Liabilities 15,214 18,742 18,660,000 18,693,956

Total Liabilities 87,263 151,388 21,787,960 22,026,611
Net Assets/(Deficit) 974,309 656,149 (1,662,018) (31,560)

Total Net Assets/(Deficit) 974,309 656,149 (1,662,018) (31,560)
Total Liabilities and Net Assets $ 1,061,572 $ 807,537 20,125,942 $ 21,995,051
Total Operating Revenues $ 1,274,415 $ 1,918,730 2,287,034 $ 5,480,179
Total Operating Expenses 239,571 368,838 4,176,772 4,785,181

Operating Income/(Loss) 1,034,844 1,549,892 (1,889,738) 694,998
Non-Operating Revenues/(Expenses) 75,062 63,683 1,397,438 1,536,183

Change in Net Assets $ 1,109,906 3 1,613,575 (492,300) $ 2,231,181

Twin City Power Sale of Gas Contract

On December 28, 1995, Twin City Power entered into an agreement with Conoco, Inc. (subsequently
purchased by CIG Merchant Company, Inc.) to purchase natural gas at a fixed rate. This contract,
having significant value in the 2005 winter gas market, was sold to El Paso Corporation effective
April 1, 2005 for $2,950,000. The gain resulting from the sale of the contract is reported in the non-
operating portion of the Statement of Revenues, Expenses and Changes in Net Assets.

Upon sale of the contract, the proceeds were transferred to an escrow account being held for future
restructuring purposes by the Management of Twin City Power. In addition to the proceeds from the
sale, a portion of the natural gas sales made by Twin City Power to CIMA Energy, LTD. were also
transferred to the escrow account. The Series 1995 and 1997 Bondholders have consented to this
process and the two parties are currently in deliberations concerning the future of the Hildale City

Power Generation Fund.
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NOTE 9. Investment in Affiliates, Continued

Water Departments of Hildale/Colorado City

The Twin City Water Joint Management, Operations and Maintenance Agreement (the Water
Departments) was formed on February 22, 1996 by the Town of Colorado City, Arizona and Hildale
City, Utah (the Cities). The Town of Colorado City, Arizona, pursuant to the provisions of Title 11,
Chapter 7, Article 3, Arizona Revised Statutes, as amended (the “Arizona Joint Exercise of Powers
Act”) and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the “Utah Interlocal Co-operation Act”) entered into the “Inter-
Governmental Agreement.”

Each City has acquired its own water system which is independently owned and financed and
reflected in the funds of the Water Departments. Each City’s ownership percentage in the Water
Departments was calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating
revenues and expenditures are also allocated based on said percentages.

The Board of Trustees consists of seven trustees, three appointed by the Mayor and Council of Hildale
City, three appointed by the Mayor and Council of Colorado City, and one appointed by a joint
designation of both cities. Each trustee is entitled to one vote.

The Water Departments' audited financial statements as of June 30, 2005, can be obtained at the
following address:

Hildale City

320 E. Newel Avenue
Hildale, Utah 84784
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HILDALE CITY
Notes to the Financial Statements
June 30, 2005

NOTE9.

Investment in Affiliates, Continued

Water Departments, (Continued)

The following is a summary of the total assets, liabilities, revenues, and expenditures associated with the

Water Departments and their allocation between the Cities for the year ended June 30, 2005:

Total Assets

Current Liabilities
Long-Term Liabilities
Total Liabilities

Net Assets
Total Net Assets

Total Liabilities and Net Assets

Total Operating Revenues
Total Operating Expenses
Operating Income/(Loss)
Non-Operating Revenues/(Expenses)
Change in Net Assets

Hildale Colorado
City City Total
$ 300,161 909,001 1,209,162
$ 22,254 44518 66,772
56,220 104,407 160,627
78474 148,925 227,399
221,147 759,971 981,118
221,147 759,971 981,118
$ 299,621 908,896 1,208,517
$ 192,617 371,146 563,763
169,651 356,085 525,736
22,966 15,061 38,027
4,266 9481 13,747
$ 27,232 24,542 51,774
38



HILDALE CITY
Notes to the Financial Statements
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NOTE 9. Investment in Affiliates, Continued

Gas Departments of Hildale/Colorado City

The Gas Distribution Systems Management, Operations and Maintenance Agreement (the Gas
Departments) have not yet been formed by the Town of Colorado City, Arizona and Hildale City, Utah
(the Cities). However, the Town of Colorado City, Arizona, pursuant to the provisions of Title 11,
Chapter 7, Article 3, Arizona Revised Statutes, as amended (the “Arizona Joint Exercise of Powers
Act”) and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the “Utah Interlocal Co-operation Act”) intend to enter into an “Inter-
Governmental Agreement.”

Each City will acquire its own Gas system which will be independently owned and financed and
reflected in the funds of the Gas Departments. Each City’s ownership percentage in the Gas
Departments will be calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating revenues
and expenditures will also be allocated based on said percentages.

The Power Board of Trustees have been assigned the responsibility for the Gas Departments. The board
consists of seven trustees, three appointed by the Mayor and Council of Hildale City and four appointed
by the Mayor and Council of Colorado City. Each trustee will be entitled to one vote.

The Gas Departments' audited financial statements as of June 30, 2005, can be obtained at the following
address:

Hildale City

320 E. Newel Avenue
Hildale, Utah 84784
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Notes to the Financial Statements
June 30, 2005

NOTE9. Investment in Affiliates, Continued

Gas Departments, (Continued)

The following is a summary of the total assets, liabilities, revenues, and expenditures associated with the
Gas Departments and their allocation between the Cities for the year ended June 30, 2005:

Hildale Colorado
City City Total
Total Assets $ 316,676 $ 306,574 $ 623,250
Current Liabilities $ 56,086 $ 64,662 $ 120,748
Long-Term Liabilities ' 12,894 12,894 25,788
Total Liabilities 68,980 . 71,556 146,536
Net Assets 247,696 229,018 476,714
Total Net Assets 247,696 229,018 - 476,714
Total Liabilities and Net Assets $ 316,676 $ 306,574 $ 623250
Total Operating Revenues $ 265,754 $ 507,008 $ 772,762
Total Operating Expenses 215,593 480,414 696,007
Operating Income/(Loss) 50,161 26,594 76,755
Non-Operating Revenues/(Expenses) 26,599 43,142 69,741
Change in net assets $ 76,760 $ 69,736 $ 146,496
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Notes to the Financial Statements
June 30, 2005

NOTE 10. Power Sales Contracts - Concentration of Risk

Twin City Power entered into a firm power sales agreement with the City of St. George, wherein Twin
City Power agreed to sell firm power and the associated energy to the City of St. George. The
agreement was effective July 1, 1994 through June 30, 2024. However, this power sales agreement
was terminated effective July 15, 2003. Actual power sales to St. George City under contract were
terminated in December of 2002. Total sales to St. George City for fiscal year 2002 were $2,847,439
and $1,131,000 for fiscal year 2003. During fiscal year 2004, Twin City Power generated power for
St. George City during July and August to meet peak demands. Wholesale power sales to St. George
City for fiscal year 2004 amounted to $ 209,447 as shown on the Statement of Revenues, Expenses
and Changes in Net Assets. Twin City Power did not sale power to St. George City in fiscal year
2005.

Hildale City and Colorado City entered into a power sales contract on December 15, 1995, wherein
- Colorado City agrees to purchase energy generated by Hildale City. The charge to Colorado City for
capacity and energy is Colorado City's pro rata share of the operation and maintenance expenses and
capital costs during the period, after the application of all other revenues. During the current fiscal
~year, Colorado City was charged $73,762 (60.01%) and the Hildale City Distribution fund was
charged $49,155 (39.99%). Amounts due to the Hildale City generation fund by the Colorado City
and Hildale City distribution funds are $1,087,925 and $54,746 respectively.

NOTE 11. Natural Gas Price Issues

Natural gas costs are have risen substantially in recent years. Expectations of the generation plant
assumed natural gas costs at under $2.00 per decatherm. Natural gas pricing has been as high as $7.00
per decatherm and higher throughout some of the winter months for fiscal year 2005. Although the
City has acquired hedge positions in the Rocky Mountain gas fields, on March 31, 2002, one half of
the hedge positions expired. Thus, the City is currently purchasing gas on a month-to-month basis for
one half of the required purchases.

As a result of high gas costs, the City has not been able to continue generating power under the St.
George City contract. As discussed in Note 10, Twin City Power’s contract with St. George City was
irrevocably cancelled. '

Rolls Royce terminated its long-term maintenance agreement with the generation plant in the prior
year. They terminated the agreement due to generation shutdowns and unacceptable natural gas prices.

" Currently, any maintenance and parts for the generation plant’s turbine generators are the sole
responsibility and cost of Twin City Power.
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NOTE 12. Bond Covenants — Disclosures - Defaults

The City’s Power fund net revenues for the current fiscal year failed to meet the requirement set
forth in Section 6.13(b) of the Series 1995 and Series 1997 bond resolutions/covenants.

The net revenue requirement for the current fiscal year is $3,405,196 which is 1.25 times the aggregate
debt service for the forthcoming fiscal year. The actual net revenues were $2,909,977 which yields a
shortfall of $495,219. :

As discussed in Note 10, as of July 15, 2003, Twin City Power’s firm power sales agreement with
St. George City was terminated. The cancellation of this contract is an event of default under the
bond resolutions.

During fiscal year 2005, Twin City Power failed to make the required principal payments on two
of its outstanding Electric Revenue Bonds, Series 1995 and Series 1997. Total principal past due
as of June 30, 2005 was $735,000. Twin City Power has not made any principal payments on the
bonds listed above since fiscal year 2003 through the issuance date of the financial statements.
Non-payment constitutes default under both bond resolutions. '

NOTE 13. Individual Fund Disclosures

Segment Information:

The Sewer Fund accounts for the operation and maintenance of the sewer collection and treatment
system. The segment information for the Sewer Fund is available in the basic financial statements.
The equity joint venture interest in the gas, water and electric utilities are available in footnote 9.

NOTE 14. Operating Leases

The City entered into two non-cancelable operating leases during the year for heavy equipment. Total
costs for such leases were $22,736 for the year ended June 30, 2005. The future minimum lease
payments for these leases are as follows:

Year Ending
June 30, Total
2006 $ 44,026
2007 35,492 -
2008 13,819
Total remaining lease payments $ 93,337
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HILDALE CITY, UTAH

Supplementary Information on Bond Requirements
June 30, 2005

The Series 1995 and 1997 Electric System Bond Resolutions set forth certain covenants and restrictions.
The City is not in compliance with all covenants and restrictions for the Electric System Bond Resolution
requirements see Note 12. Additional disclosures required by the Resolutions are:

Total Billings Average Average Total
2004-2005 Per Month Per Customer Customers
CCA Residential $ 144821492 $120,684.58 $ 250123 579
CCA Commercial 366,499.28 30,541.61 3,593.13 102
CCA Public 361,586.07 30,132.17 32,871.46 11
Total CCA Billings $ 2,176,300.27 $181,358.36 $ 3,144.94 692
HCU Residential $ 808,224.19 $ 67,352.02 $ 313265 258
HCU Commercial 537,904.36 44.825.36 7,576.12 71
HCU Public 101,586.64 8,465.55 12,698.33 8
Total HCU Billings $ 1447,715.19 $120,642.93 $ 4295.89 337
Insurance coverage in effect at June 30, 2005:
Policy Number Effective Expires Limits

Coverage with Utah Local Governments Trust:

General Liability 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Property 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Automobile physical damage 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Uninsured motorist © 11720-GL351-2004 12/15/2004 Continuous $ 65,000
Coverage with Liberty Surplus Insurance Corporation:

Power Plant Property 5D117585004 4/1/2005 4/1/2006 $ 10874200
Business Interruption 5D 117585004 4/1/2005 4/1/2006 $ 4,669,048
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KEMPBURDICK
Heve Burpiorg Hinton & HaLl L.c

CPA'_s‘& ADVISORS

‘MEMBERS:’
Kris J. BRAUNBERGER

Independent Auditors’ Report on Compliance with DEAN R. BURDICK

Laws and Regulations and on BRENT R Hau.
Internal Control over Financial Reporting ‘ SonmeTn A TN
Based on an Audit of Basic ) MorRis J. PEacock
Financial Statements Performed in Accordance MichAEL K. SPiLker

MaARK E. TICHENOR

with Government Auditing Standards

The Honorable Mayor and
City Council
Hildale City, Utah

We have audited the basic financial statements of the Hildale City, Utah as of and for the year ended June
30, 2005, and have issued our report thereon dated August 31, 2005. We conducted our audit in'
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Hildale City's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grants, noncompliance with which could have a direct and material effect on the

determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under .
Government Auditing Standards. However, we noted certain instances of noncompliance, which -we have .

reported to management of Hildale City in the accompanying management letter dated September 15
© 2005. : :

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Hildale City's internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our consideration
of the internal control over financial reporting would not necessarily disclose all matters in the internal
control over financial reporting that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
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- 'course of performlng thelr ass1gned functrons We noted no matters mvolvmg the 1ntemal control over

o financial reporting and its operation that ‘we consider to be material weaknesses. However, we noted other
* ’matters involving the internal control over financial reporting, which we have reported to management of
. Hlldale Clty in the accompanymg management letter dated September 15, 2005 ‘

‘ .Th1s report is 1ntended solely for the mformatlon and use of the mayor audlt comm1ttee management, and o
" . various federal and state agencies and i is ot intended to'be and should not be used. by anyone other than-

) these specrﬁed partles However this report is a matter of pubhc record and its dlStrlbl.lthIl 1s not hmlted

W/ij,,; /{é//z <

‘KEMP BURDICK HINTON &HALL,LC
‘ -,_August 31, 2005 -: : S S
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CPA'S & ADVISORS

) MEMBERS
. N ’ Kris J. BRAUNBERGER
Independent Auditors’ Report on Dean R. Burbick
State Legal Compliance BrenT R. HaLL

KENNETH A. HINTON
GREGORY A. KEMP
. . MoRRIs J. PEACcOCK
Honorable Mayor and MicHAEL K. SPILKER

C]ty Council MaRrk E. TICHENOR
Hildale City, Utah

We have audited the basic financial statements of Hildale City, Utah, for the year ended June 30, 2005,
and have issued our report thereon dated August 31, 2005. As part of our audit, we have audited Hlldale
City's compliance with the requirements governing types of services allowed or unallowed; ehglblllty, ‘

- matching, level of effort, or earmarking; reporting; special tests and provisions applicable to each of its

major State assistance programs as required by the State of Utah Legal Compliance Audit Guide for the -
year ended June 30, 2005. The City received the following major State assistance programs from the State
of Utah

"B & CRoad Fﬁnds (Dépaxffﬁent of Transportation)
Liquor Law Enforcement (State Tax Commission)

The City also received the following non-major grants which are not required to be audited for specific
compliance requirements: (However, these programs were subjected to test work as part of the audit of -
Hildale City's financial statements.)

'EMS Grants (Department of Health)
Wildland Fire Grant (Department of Natural Resources)

- Our audit also included test work on the City's compliance with those general compliance requlrements '

identified in the State of Utah Legal Compliance Audit Guide, mcludmg

Public Debt -
Cash Management .
Purchasing Requirements
. Budgetary Compliance
Truth in Taxation and Property Tax Limitations
' Liquor Law Enforcement
- B & C Road Funds
Justice Courts
Other General Compliance Issues
Uniform Building Code Standards
- Impact Fees and Other Development Fees
Asset Forfeitures
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The management of Hlldale City'is responsrble for the C1ty s comphance with- all comphance requrrernents

o ,1dent1fied above Our respon51blllty 1s to express an opinion on compliance with. those requrrements based
. on our audrt : : ‘

We: conducted our: audlt mn accordance w1th audltlng standards generally accepted in the United States of
'._Amenca and Government Auditing Stanclards issued by the Comptroller General of the United States.
~ Those standards require that we. plan and perfonn the audit to obtain reasonable assurance about whether -
‘material noncornphance with the- fequirements:referred to above occurred. An audit includes’ examining,
. . on atest basis, evidence about the C1ty § comphance w1th those requrrements We believe that our audit
o provrdes a reasonable basis for our oplmon : ‘ ‘

S 'The results of our audit procedures disclosed 1mmatenal instances of noncompllance with the requrrements ‘

referred to above, Wthh are described in ‘the accompanying findings and recommendations letter. We

. considered these instances of noncomphance in: formmg our opinion on comphance, which is expressed in

.the followmg paragraph

o '-'-In our opmlon Hildale Crty, Utah complied, in all materlal respects, w1th the general comphance

. requirements identified above and the requrrements governing types of services. allowed or unallowed,;
e11g1b111ty, matchmg, level of effort, or earmarkmg, reporting; and specral tests and provisions that are

L . appllcable to each of i 1ts ma]or State a531stance programs for the year ended June 30 2005.

- Ky M/@WAC

KEMP, BURDICK HINTON&HALL LC S ' '. IR | .‘

-"'August31 2005 o
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KRris J. BRAUNBERGER
DeaN R. BurDpICK

HILDALE CITY ‘ BRENT R. HaLL
Findings and Recommendations Z::Z: : ::;T:"
For the Year Ended June 30, 2005 ' MomRiS J. PEACOCK

MicHAEL K. SPILKER
MARK E. TICHENOR

‘Honorable Mayor and
City Council
Hildale City, Utah

~ During our audit of the funds of Hlldale City for fiscal year 2004-2005, we noted 1mprovements in the

~ City's accounting and budgeting system and wish to commend the City for making changes and
improvements. We also noted areas needing corrective action in order for the City to be in compliance
with laws and regulations and we found circumstances that, if improved, would strengthen the City's -
accounting system and control over its assets. These items are discussed below for your consideration:

Compliance Findings and Recommendations:

1. ‘Fund Deficits
Finding

Utah code section 10-6-117 states “The governing body of any city may not make any
appropriation in the final budget of any fund in excess of the estimated expendable revenue for
the budget period of the fund.” It further states that “There shall be included as an item of

"appropriation in each fund for any budget period any existing deficit as of the close of the last -
completed fiscal period, not previously included in the budget of the current period, to the extent
of at least 5% of the total revenue of the fund in its last completed fiscal period.” ;

We noted during our audit that no appropriation was made on the FY 2005 adopted budget to

. relieve the fund deﬁc1ts in the Hildale Distribution Fund and Colorado City Distribution Fund. -
We also noted that no appropriation was made on the FY 2006 budget for the deficit balance in
the aforementioned Funds

Recommendation

We recommend that the Twin City Power Board continue to make it their highest priority to
relieve the deficit fund balances in the aforementioned funds by a variety of means including, but
- not limited to, refinancing, raising electricity rates, renegotiating contracts and using cost
reduction measures. We also recommend that measures be taken in the budgeting process to
appropriate for deficits created from prior year’s operations in order to comply with state law.
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. Fidelity Bond -
' Finding

'Whllel performing our test work, we dlscovered that the State required Fidelity Bond
‘amount is underfunded. The bond amount should prov1de at least $328 385 in coverage

U but the current bond amount is $300 000

= Recommendatron

- Increase the Bond coverage to cover the required amount.. -

 Audit Rep_ort g
; Fmdmg

Due to the GASB 34 conversion process the City failed to submit its. audlt report to the
~ State Auditor before the December.deadline. In addition, the management responses to
o the auditor’s findings and recommendatlons for the fiscal year ending 2004 were still
‘ not submitted as of September 6, 2005. The State Auditor’s correspondence indicates
‘that the fiscal year 2004 financial statements have not been approved because of the
o lack of response to the audltor ﬁndmgs

Recommendatlon

. We recommend that the City establish procedures to ensure that the audit report and -

management’s responses to the findings and recommendations are prepared timely so that-

" the reports can be submitted in a timely manner. We recommend that City’s management
. give high prlorrty to respondmg to the fiscal year 2004 ﬁndmgs to avord any state
fundmg issues.' :

' 'Im_paCt Fee Accounti'ng:' -
_'Findi_n :
-\ The State of Utah Legal Comphance audlt gu1de states the followmg

. “Each local pohtlcal subd1v1s1on collectmg 1mpact fees shall:
~a. establish separate mterest bearing ledger accounts for each type of pubhc facrhty for
~which an impact fee is collected,; ‘ : :
.b.. - deposit impact fee receipts in the appropriate ledger account
- C. retain the interest earned on each fund or account in the fund or account; and
d. " at the end of each fiscal year, prepare a report on each fund or account showing:
' 1) the source and amount of all momes collected, earned and recelved by the fund
_ -or account; and - v - :
L2 each expendlture from the fund or account
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Thls report isa pubhc document and should be ayallable for pubhc 1nspect10n durmg
regular office hours. (Utah Code 11 -36- 301)” :

We concluded during our test work that sewer impact fees are being collected properly
and spent in accordance with State law; however, as is stated in item d. above, a report
was not prepared by management at year end to show an accounting for the impact fees.

Recommendation

We recommend that management prepare an accounting as specified above at the end of
each fiscal year for sewer impact fees to comply with State law.

General Findings and Recommendations:

1.

Bond Covenants

Finding

The City’s Power fund net revenues for the current fiscal year failed to meet the -
requirement set forth in Section 6.13(b) of the Series 1995 and Series 1997 bond
resolutions/covenants. The net revenue requirement for the current fiscal year is
$3,405,196 which is 1.25 times the aggregate debt service for the forthcoming fiscal year
The actual net revenues were $2,909,977 which yields a shortfall of $495,219. There
were also shortfalls in the prior years of $634,786, $77,635, $278,464, $235,356,
$329,671, and $1,141,032.

A contributing factor to the lack of revenues from power generation was the termination
of the power contract with St. George City. Termination of this contract was also a -
default under the bond resolutions.

During fiscal year 2005, Twin City Power failed to make the required principal payments - "

on two of its outstanding Electric Revenue Bonds, Series 1995 and Series 1997 shown in
Note 6. Total principal past due as of June 30, 2005 was $735,000. Twin City Power has
not made any principal payments on the bonds listed above since fiscal year 2003 through
the issuance date of the financial statements. Non-payment constitutes default under both
bond resolutlons

Recommendation

We understand there is a supplemental resolution which modifies the electric revenue
bond documents and allows the City to draw on debt reserves and run below the 125%
debt service coverage ratio without bondholders taking adverse action against the City;
however, we recommend that the City continue to take steps such as refinancing or rate
restructuring or cost reductions necessary to enable the City to meet the revenue
requirements established by the bond resolutions.
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“ Bond Reserve Accounts — Twin City Power.

~ Finding"

) -:The followmg isa list of requ1red reserve accounts as spec1ﬁed in the bond covenants
- _showmg the under funded amounts as of June 30 2005.

Ac.co_unt‘ ) S " Under funded
A L ST ' Amount
11995 - Electri'cRevenu:e Bond - Debt Serv-ice Reserve $ 2,008,573
1995 - Electric Revenue Bond -‘Renewal and Replacem'ent ~ $ 406,389

 We noted that qualified expenditures were made cut of the 1995 Efectric Revenue Bond
. ‘Renewal and Replacement Fund in pnor years, ‘which contributed to its under funded
L pos1t10n : ;

S Recommendatlon N

) We understand that management is aware-of the under funded amounts and has taken

: steps toward eliminating these under funded amounts. We recornmend that the City
~ continue its efforts and transfer sufﬁc1ent monies ito the spe01ﬁed reserve accounts
w1th1n the time constraints. outlmed in the bond covenants

Bond Reserve Accounts = Hlldale C1t ‘ Pro net_ Fund | -Sewer 'Fund ) -

B The followmg isa 11st of requlred reserve accounts as spemﬁed in the Serles 2000 bond
- ’covenants showmg the under funded amounts at of J une 30, 2005

Account O o : .l,'.Underfunded’
S ' - T - " Amount
 Series 2000 A, B and C Bond Fund " SRR  s74m
| _Seri;s'_zoo'()?n and Senes 2600CneServ§ o : S $ .45,8l28
.' -,'Series .2000-AEmergenc'v Repair and Reblacernent Fund ‘; $ 3314 | |

= Recommendation - |

L We recommend that the City re-examine it procedures for properly funding requlred bond

reserve accounts to ensure that each reserve account is properly funded
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4. Overpayment of Sales Tax. '
Finding

While performing our test work for fiscal year 2004, we discovered that TCP was
overpaying sales tax to the State of Utah for commercial power sales. We noted that
some effort had been exerted to correct the problem during fiscal year 2005. In fact, TCP
had applied for refunds of approximately $6,000 during 2005. However, .upon
examination of the sales tax payable account at year end, we determined along with
management that TCP had still overpaid it sales tax by $7,937. '

Recommendation

We commend City’s management for their efforts to resolve this issue. We recommend
that TCP re-examine its sales tax remittance procedures and correct the errors. We also
recommend that TCP contact the Utah State Tax Commission and deterrmne the
appropriate procedure for obtaining a refund of over paid sales taxes.

Responses

Please respond to the above findings and recommendations in letter form for submission to the
State Audltor s office as requ1red by State law.

This letter is intended solely for the use of the Mayor, City Council, management and various
federal and state agencies and is not intended to be and should not be used by anyone other than

. these specified parties. However, this report is a matter of public record and its d1str1butlon isnot

hmlted

3 It has been a pleasure to be of service to the City this past year. We would like to express special

thanks to each of you who assisted us so efficiently in this year's audit. We invite you to ask
questions of us throughout the year as you feel it necessary and we look forward to a continued
pleasant professional relationship.

Sincerely,

Aiap Bdie Hosdht o o

KEMP, BURDICK, HINTON & HALL, L.C.
September 15, 2005
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Independent Auditors’ Report on the . EMBERS
Basic Financial Statements o - Dean R. BURDICK |
. . BRENT R. HaLL
KENNETH A. HinToN
GREGORY A. KEMP .

Executive Director and : . MoRrris J. Peacock
Members of the Board of Trustees of 3 MichaEL K. SPiLKER
‘Gas Departments of Hildale/Colorado City : ' - MARK E. TicHENOR

We have audited the accompanying financial statements for the Gas Departments of Hildale, Utah and Colorado
City, Arizona as of June 30, 2005, as listed in the table of contents. These basic financial statements are the
responsibility of the Departments’ management. Our responsibility is to express an op1n10n on these financial
statements based on our audit.

We .conducted our audit in accordance with auditing standards generally accepted in the United States of Aincrica
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain

. reasonable assurance about whether the financial statements are free of material misstatement. An audit includes

examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit prov1des a reasonable basis for
our opinion. - G

In our opinion, the basic financial statements referred to above present fairly, in all material reépécts, the financial
position of the Gas Departments as of June 30, 2005 and the results of its operations and its cash flows for the
year then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated August 31,.2005 on our
consideration of the Gas Departments’ internal control over financial reporting and on our tests of its compliance
with certain provisions of laws and regulations. The purpose of the report is to describe the scope of our testing of -
internal control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. Those reports are an integral part of an
audit performed in accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

The Management’s Discussion and Analysis information is not a required part of the basic financial statements
but is supplementary information required by the Government Accounting Standards Board. We have applied -
certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, we did not audit the information and
express no opinion on it.

KEMP, BURDICK, HINTON & HALL, L.C.
August 31, 2005
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GAS DEPARTMENTS

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Gas Departments, we offer readers of the Departments’ financial statements this
narrative overview and analysis of the financial activities of the Departments for the fiscal year ended
June 30, 2005. Please read it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

Total assets exceed total liabilities (net assets) by $476,714 at the close of the fiscal year.

Total net assets increased by $146,496.

Total operating revenues increased from $394,970 in fiscal year 2004 to $772,762 in fiscal year 2005.
Total operating expenses for fiscal year 2005 were $696,007.

At the end of the current fiscal year, unreserved net assets for the Departments were $119,833.

OVERVIEW OF THE FINANCIAL STATEMENTS
The basic financial statements of the Gas Departments (a business-type activity) consist of the following:

Statement of Net Assets — Presents information on all of the Gas Departments’ assets and liabilities, with
the difference reported as “Total Net Assets.” The total net assets, when viewed over time, w111 track the
Departments financial position. -

Statement of Revenues, Expense, and Changes in Net Assets - Presents information regarding the
change in the Departments’ net assets during the year. The Departments use the accrual: basis of
accounting in which revenues and expenditures are recognized when earned and incurred. Thus, revenues

__and expenditures are reported in these statements for items that will affect future cash flows. '.

Statement of Cash Flows — Presents net cash flows for operating activities, investing activities, and
capital and related financing activities. It also includes the net cash increase for the period, cash at the
beginning of the period and cash at the end of the period.

FINANCIAL ANALYSIS

Condensed financial information derived from the basic financial statements is presented below followed
by a brief narrative on selected items.




GAS DEPARTMENTS

Statement of Net Assets (Condensed)

6/30/2004 6/30/2005
Current Assets $ 178,615 $ 266,369
Noncurrent Assets _ 263,224 356,881
Total Assets 441,839 623,250
Current Liabilities 103,749 120,748
Long-Term Liabilities 7872 25,788
Total Liabilities 111,621 146,536
Total Net Assets $ 330,218 $ 476,714

Statement of Revenues, Expenses and Changes in Net Assets (Condensed)

6/30/2004 6/30/2005
Total Operating Revenues - § 394,970 $ 772,762
Total Operating Expenses 342,687 696,007
Operating Income/(Loss) 52,283 76,755
Non-Operating Revenues/(Expenses) 18,983 69,741
Change in Net Assets $ 71,266 $ 146,496

Operating expenses this year were $696,007 as shown above. Operating revenues were $772,762.
Operating income as a percentage of operating revenues decrease by 4% from the prior year due to an
increase in wholesale gas costs.

The Gas Departments provide propane and natural gas distribution to customers. The Departments’ net
cost (total cost less revenues generated by the activities) is presented in the statement of revenues,
expenses and changes in net assets. During the fiscal year ended June 30, 2005 net assets increased by
$146,496.

A comparison of the operating revenues and operating expenses for the current and prior year is
presented below:



GAS DEPARTMENTS' REVENUE BY SOURCE (Combined)
Year ended June 30, 2004 and 2005

6/30/2004 ‘ 6/30/2005

REVENUES:
Charges for services $377,744 $746,604
Penalties and interest 7,279 14,976
Other revenues 9,947 11,182
Total Revenues $394,970 $772,762

Revenues by Source - Current Year

Penalties and interest
2%

Charges for services
97%

Other revenues
1%




GAS DEPARTMENTS' OPERATING EXPENSES (Combined)
Year ended June 30, 2004 and 2005

6/30/2004 6/30/2005
OPERATING EXPENSES:

Contract wages and benefit $ 21815 $ 42492
Office expenses & travel 4,408 7,559
Repairs & maintenance 45,886 42,754
Insurance 1,035 1,064
Legal & professional fees 19,794 13,047
Wholesale gas purchases 220,678 548,810
Wholesale gas transportation costs 13,806 18,523
Rent 3431 4,005
Depreciation / amortization 11,834 17,753
Total Operating Expenses $342,687 $ 696,007

Operating Expenses - Current Year

Rent  Depreciation /
Wholesale gas 1%

amortization
transportation costs 3% Contract wages and
3% benefit
6%

Office expenses &
travel
1%

Repairs &
maintenance
6%

Insurance
0%

Wholesale gas R
purchases N
78% Legal & professional

fees

2%




CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

The capital assets of the Departments are those assets that are used in performance of Departments’ functions
including vehicles, equipment, buildings and the gas distribution system. At the end of fiscal year 2005, net
capital assets of the Departments activities totaled $356,881.

Debt

At year-end, the Departments had $33,230 in long-term debt. During the current fiscal year, the Departments
total debt increased by $11,358. (See notes to the financial statements for detailed descriptions.)

NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the Departments Budget for fiscal year 2005/2006, the Departments Board and management
were cautious as to the growth of revenues and expenditures. Overall operating expenditures were budgeted so
as to contain costs at approximately the same level as fiscal year 2004/2005. There are no large capital projects
anticipated for FY 2005/2006.

CONTACTING THE DEPARTMENTS’ FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Departments finances for all those with
an interest in the government’s finances and to show the Departments accountability for the money it receives.
If you have questions about this report or need additional financial information, contact Jeremiah Barlow,
Treasurer, P.O. Box 840490, Hildale, Utah 84784.




GAS DEPARTMENTS
Statement of Net Assets
June 30, 2005
Distribution Totals (Memorandum Only)
Hildale Colorado June 30, June 30,
City City 2005 2004
Assets
Current Assets: -
Cash $104,804 $ - $104,804 $ 62,711
Receivables 21,897 59,983 81,880 43,361
Receivables - Standard Fuel 41,277 38,408 79,685 58,840
- Internal balances 17,828 (17,828) - -
Total Current Assets 185,806 80,563 266,369 164,912
Noncurrent assets:
Property and equipment 145,316 254,216 399,532 288,121
Accumulated depreciation (14,446) (28,205) (42,651) (24,897)
Total Noncurrent assets 130,870 226,011 356,881 263,224
 Total Assets | $316676  $306574  $623250  $428,136
Liabilities
Current Liabilities: :
Accounts payable $ 9,987 $ 22,533 $ 32,520 $ 15,780
Accrued liabilities 1,101 - 1,101 1,426
Standard Fuel payable ~41,2717 38,408 79,685 58,840
Capital lease payable - current portion 3,721 3,721 7442 -
Notes payable - current portion - - - 14,000
Total Current Liabilities - 56,086 64,662 120,748 90,046
Long-Term Liabilities
Capital lease payable - net of current portion 12,894 12,894 -25,788 -
Notes Payable-net of current portion - - - 7,872
Total Long-Term Liabilites 12,894 12,894 25,788 7872
Total Liabilities 68,980 77,556 146,536 97918
Net Assets
Invested in capital assets, net of related debt 130,870 226,011 356,881 255,352
Unreserved - 116,826 3,007 - 119,833 74,866
Total Net Assets $247,696 $229,018 $476,714 $ 330,218

The accompanying notes are an integral part of the financial statements.
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GAS DEPARTMENTS
Statement of Revenues, Expenses, and Changes in Net Assets
Year Ended June 30, 2005
Distribution Totals (Memorandum Only)
Hildale Colorado June 30, June 30,
City City 2005 2004
Operating revenues '
Charges for services $256,088 $490,516 $746,604 $ 377,744
Penalties and interest 5,672 9,304 14,976 7,279
Other revenues 3,094 7,188 11,182 9,947
Total operating revenues 265,754 507,008 772,162 394,970
Operating expenses
Contract wages and benefit 21,246 21,246 42492 21816
Office expenses & travel 4,763 2,796 7,559 4,405
Repairs & maintenance 18,854 23,900 427754 45887
Insurance 1,064 - 1,064 1,035
Legal & professional fees 6,793 6,254 13,047 19,794
Wholesale gas purchases 136,287 412,523 548,810 220,678
Wholesale gas transportation costs 18,523 - 18,523 13,806
Rent 2,002 2,003 4,005 3432
Depreciation/amortization 6,061 11,692 17,753 11,834
Total operating expenses 215,593 480,414 696,007 342,687
Operating income 50,161 26,594 76,755 52,283
Non-operating revenues/(expenses)
Interest income - 1,004 1,004 701
Interest expense and fiscal charges Y] - 9 €))
Contributed capital 26,608 42,138 68,746 18,555
Gain/ (loss) on disposal of assets - - - (272)
Total non-operating revenue (expense) 26,599 43,142 69,741 18,983
Change in net assets 76,760 69,736 146,496 71,266
Total net assets, beginning of year 170,936 159,282 330,218 258,952
Total net assets, end of year $247,696 $229,018 $476,714 $ 330,218

The accompanying notes are an integral part of the financial statements.
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GAS DEPARTMENTS
Statement of Cash Flows
For the Year Ended June 30, 2005

The accompanying notes are an integral part of the financial statements.
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Distribution Totals (Memorandum Only)
Hildale Colorado June 30, June 30,
City City 2005 2004
Cash flows from operating activities:
Cash received from customers, service fees $251,978 $456,107 $708,085 $369,166
Cash received from customers, other 9,666 16,492 26,158 17,226
Cash paid to suppliers (210,700) (451,139) (661,839) (328,164)
Cash paid to Colorado City Gas (4,125) - (4,125) 4960
Cash received from Hildale City Gas - 4,125 4,125 (4,960)
Cash flows from operating activities 46,819 25,585 72,404 58,228
Cash flows from capital and related financing activities:
Purchase of fixed assets (31,325) (46,855) (78,180) (52,873)
Principal paid on long-term debt - (21,872) (21,872) (20,501)
Interest paid ©) - ® o))
Capital contributions 26,608 42,138 68,746 18,555
Cash flows from capital and related financing activities (4,726) (26,589) (31,315) (54,820)
Cash flows from investing and other activities:
Interest on nvestments - 1,004 1,004 701
Net increase (decrease) in cash and cash equivalents 42,093 - 42,093 4,109 -
Cash and cash equivalents, beginning of year 62,711 - 62,711 58,602
~ Cash and cash equivalents, end of year $104,804 $ - $104,804 $ 62,711
Reconciliation of operating income to net cash flows
from operating activities:
Net operating income $ 50,161 $ 26,594 $ 76,755 $ 52283
Adjustments fo reconcile operating income to
net cash provided by operating activities:
Depreciation/amortization 16,061 11,692 17,753 11,834
Changes in operating assets and liabilities:
(Increase)/Decrease in receivables 4,110) (34,409) (38,519) (8,578)
(Increase)/Decrease in Standard Fuel receivables (13,356) (7,489) (20,845) (52,673)
(Increase)/Decrease in due from other funds (4,125) - (4,125) 4960
Increase/(Decrease) in accounts payable (1,272) 18,012 16,740 2,539
Increase/(Decrease) in accrued habilities 104 429 (325) 150
Increase/(Decrease) in Standard Fuel payable 13,356 7,489 20,845 52,673
Increase/(Decrease) in due to other funds - 4,125 4,125 (4.960)
Cash flows from operating activities $ 46,819 $ 25,585 $ 72,404 $ 58228
Supple mentary Schedule of Non-cash Investing and Financing Activities
Purchase of fixed assets with capital lease $ 16,615 $ 16,615 $ 33230 $ -
Disposal of fixed assets ' $ - $ - $ - $ @)



GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies

General

The Gas Distribution Systems, Operations and Maintenance Agreement has not yet been formed
by the Town of Colorado City, Arizona and Hildale City, Utah. The Town of Colorado City,
Arizona, pursuant to the provisions of Title 11, Chapter 7, Article 3, Arizona Revised Statutes, as
amended (the “Arizona Joint Exercise of Powers Act”) and the City of Hildale, Utah, pursuant to
the provisions of Title 11, Chapter 13, Utah Code Annotated 1953, as amended (the “Utah
Interlocal Co-operation Act”) intend to enter into the “Inter-Governmental Agreement.”

Each City has acquired its own gas system which is independently owned and financed and
reflected in the funds of the Gas Departments. Each City’s ownership percentage in the Gas
Departments was calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating
expenditures are allocated based on actual revenues billed to each City’s customers.

The “Gas Board” consists of seven members, three appointed by the Mayor and Council of
Hildale City and four members appointed by the Mayor and Council of Colorado City. Each
member is entitled to one vote. Budgeting and financing is done by the “Gas Board” and is
ratified by each City’s council.

Reporting Entity

In evaluating how to define the Gas Departments, for financial reporting purposes, management
has considered all potential component units. The decision to include a potential component unit
in the reporting entity is made by applying the criteria set forth in generally accepted accounting
principles (GAAP). The basic, but not the only, criterion for including a potential component unit
within the reporting entity is the governing body's ability to exercise oversight responsibility.

- The most significant manifestation of this ability is financial interdependency. Other

manifestations of the ability to exercise oversight responsibility include, but are not limited to, the
selection of governing authority, the designation of management, the ability to significantly
influence operations and accountability for fiscal matters. The other criterion used to evaluate
potential component units for inclusion or exclusion from the reporting entity is the existence of
special financing relationships, regardless of whether the Gas Departments are able to exercise
oversight responsibilities. Based upon the application of these criteria, there are no separate

. component units combined to form the reporting entity.

The accompanying financial statements include all activities of the Gas Departments.
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Basis of Presentation and Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal and
accounting entity with a self-balancing set of accounts, which are segregated for the purpose of
carrying on specific activities or attaining certain objectives in accordance with special regulations,
restrictions or limitations. The Department’s only fund is an enterprise fund.

Fund financial statements report detailed information about the Hildale City and Colorado City Gas
Departments. The focus of financial statements is on major funds rather than reporting funds by type.
Each major fund is presented in a separate column. The only funds of the Departments are enterprise
funds. The accrual basis of accounting is generally followed as revenues are from services which are
susceptible to accrual and expenditures are recorded when the liability is incurred. The Departments
apply all applicable GASB pronouncements as well as FASB pronouncements issued on or before
November 30, 1989 unless those pronouncements conflict with or contradict GASB pronouncements.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same limitation.
The Departments have elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise fund are charges to customers for gas services.
Operating expenses for the enterprise fund includes the cost of sales and services, administrative
expenses, and depreciation of capital assets. All revenues and expenses not meeting this
definition are reported as non-operating items.
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Memorandum Totals

The columns on the Statements are captioned "memorandum only" to indicate that they are
presented only to facilitate financial analysis. Data in these columns do not present financial
position, results of operations, or cash flows in conformity with generally accepted
accounting principles. Neither is such data comparable to a consolidation. Interfund
eliminations have not been made in the aggregation of this data.

Budgets and Budgetary Accounting

Annual budgets are prepared and adopted by each of the City Councils on or before June 22 for the
fiscal year commencing the following July 1, in accordance with State law. The operating budget
includes proposed expenditures and the proposed sources of financing for such expenditures. Prior
to June 22, a public hearing is conducted to obtain taxpayer input. Budgets are adopted and
control of budget appropriations is exercised, under State law, at the department level. Budget
amendments are required to increase expenditure budgets. The Gas Departments' Board of
Trustees adopts or ratifies by resolution, the budgets passed by each City Council.

Budgets for the proprietary fund types are prepared using the accrual basis of accounting.
Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable
appropriation, is not employed by the Gas Departments.

Accounts Receivable

Accounts receivable consists solely of amounts due for gas services provided. Management does
not consider an allowance for uncollectible accounts receivable necessary or material, and;
therefore, no allowance has been recorded.

Inventories

Inventories and supplies are considered immaterial and are not recorded.

Estimates

Generally accepted accounting principles require management to make estimates and

assumptions that affect assets and liabilities, contingent assets and liabilities, and revenues and
expenditures. Actual results could differ from those estimates.

12




GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Net Assets

Net assets are the difference between assets and liabilities. Net assets invest in capital assets, net
of related debt are capital assets, less accumulated depreciation and any outstanding debt related
to the acquisition, construction or improvement of those assets. Net assets are reported as
restricted when there are legal limitations imposed on their use by legislation or external
restrictions by other governments, creditors or grantors.

Depreciable Fixed Assets

Fixed assets in the proprietary funds are carried at cost. Depreciation is computed using the
straight-line method over the following estimated useful lives:

Equiprheﬂt 7 years
Distribution System 25 years

When assets are retired or otherwise disposed of, the cost and related accumulated depreciation
are removed from the accounts, and any resulting gain or loss is reflected in change in net assets
for the period. The cost of maintenance and repairs is charged to expense as incurred; significant
renewals and betterments are capitalized.

NOTE 2. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State
Treasurer about investment policies, promote measures and rules that will assist in strengthening
the banking and credit structure of the state and review the rules adopted under the authority of
the State of Utah Money Management Act that relate to the deposit and investment of public
funds.

The Gas Departments’ follow the requirements of the Utah Money Management Act (Utah code,
Section 51, chapter 7) in handling its depository and investment transactions. The Act requires
the depositing of The Gas Departments’ funds in qualified depositories. The Act defines a
qualified depository as any financial institution whose deposits are insured by an agency of the
Federal Government and which has been certified by the State Commissioner of Financial
Institutions as meeting the requirements of the Act and adhering to the rules of the Utah Money
Management Council.

13




GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments, Continued

The Gas Departments participate in Hildale City's Central Treasury. The City's Central
Treasury consists of the following at fiscal year end:

Far West Bank $ 182,387
State Treasurer's Investment Pool 697,941
U.S. Bank 1,088,288
Wells Fargo Bank 927,308
Zions First National Bank 213,221
Less amounts transferred to Hildale City and other Joint Utilities (3,004,341)
$ 104,804
Colorado
Cash By Fund Hildale City City Total
Equity in Central Treasury $ 104,804 $ - $ 104,804
Deposits
Custodial Credit Risk

For deposits this is the risk that in the event of a bank failure, the government’s deposit may not be
returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June 30,
2005, $2,197,056 of the Hildale City’s central treasury’s bank balance of $2,597,057 was exposed to
custodial credit risk because it was uninsured and collateralized.
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments, Continued

Investments

The Money Management Act defines the types of securities authorized as an appropriate investment
for the The Gas Departments’ and the conditions for making investment transactions. Investment
transactions may be conducted only through qualified depositories, certified dealers, or directly with
issuers of the investment securities.

Statutes authorize the The Gas Departments’ to invest in negotiable or nonnegotiable deposits of
qualified depositories and permitted negotiable depositories; repurchase and reverse repurchase
agreements; commercial paper that is classified as “first tier” by two nationally recognized statistical
rating organizations, one of which must be Moody’s Investor Services or Standard & Poor’s, bankers’
acceptances; obligations of the United States Treasury including bills, notes, and bonds; bonds, notes,
and other evidence of indebtedness of political subdivisions of the State; fixed rate corporate
obligations and variable rate securities rated “A” or higher, or the equivalent of “A” or higher, by two
nationally recognized statistical rating organizations; shares or certificates in a money market mutual
fund as defined in the Act; and the Utah State Public Treasurer’s Investment Fund

The Utah State Treasurer’s Office operates the Public Treasurer’s Investment Fund (PTIF). The PTIF
is available for investment of funds administered by any Utah public treasurer.

The PTIF is not registered with the SEC as an investment company. The PTIF is authorized and
regulated by the Money Management Act, Section 51-7, Utah Code Annotated, 1953, as amended.
The Act established the Money Management Council which oversees the activities of the State
Treasurer and the PTIF and details the types of authorized investments. Deposits in the PTIF are not
insured or otherwise guaranteed by the State of Utah, and participants share proportionally in any
realized gain or losses on investments.

The PTIF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTIF are allocated based upon the participant’s average daily
balance. The fair vale of the PTIF investment pool is approximately equal to the value of the pool
shares.
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments, Continued

As of June 30, 2005 the government had the following investments and maturities:

Investments Maturities (in Years)

Fair Less More
Investment Type Value than 1 1-5 6-10 than 10
State of Utah Public Treasurer's ,
Investement Fund $ 697941 $ 697941 $ - $ - $ -
Total Fair Value $ 697941 $ 697941 $ - $ - $ -

Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The Gas Departments’ policy for managing its exposure to fair value loss arising
from increasing interest rates is to comply with the State’s Money Management Act. Section 51-
7-11 of the Act requires that the remaining term to maturity of investments may not exceed the
period of availability of the funds to be invested.

Credit risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The Gas Departments’ policy for reducing exposure to credit risk is to comply with

the State’s Money Management Act.

At June 30, 2005 Hildale City had the following investments and quality ratings:

Quality Ratings
Fair
Investment Type Value AAA AA A Unrated
State of Utah Public Treasurer's
Investement Fund $ 697941 $ - $ - $ - § 697941
Total Far Value $ 697941 § - $ - $ - $ 697941
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GAS DEPARTMENTS

Notes to the Financial Statements

June 30, 2005

NOTE 3. Capital Assets

“The following table summarizes the changes to capital assets during the year ended June 30, 2005:

Hildale City:

Capital assets not being depreciated:
Land and land easements

Total capital assets not being depreciated

Capital assets being depreciated:
System equipment

Distribution system

Machinery & Equipment
Automobiles & Trucks

Total capital assets being depreciated

Less accumulated depreciation for:
System equipment
Distribution system
Machinery & Equipment
Automobiles & Trucks
Total accumulated depreciation .
Total capital assets, being depreciated, net

Hildale City activities capital assets, net

Balance Balance
6/30/2004 Additions Deletions 6/30/2005
$ - $ - $ - $ -
20,824 2918 - 23,742
76,552 26,608 - 103,160
: - 1,798 - 1,798
- 16,615 - 16,615
97,376 47,939 - 145,315
(573) Q1,771 - (2,344)
(7.812) (3.684) - (11,496)
- (329) - (329)
- (276) - (276)
(8,385) (6,060) - (14,445)
88,991 41,879 - 130,870
$ 88991 $ 41,879 $ - $ 130,870
17



GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005
NOTE 3. Capital Assets, Continued
Balance Balance

Colorado City: 6/30/2004 Additions Deletions 6/30/2005
Capital assets not being depreciated:
Land and land easements $ - $ - $ - § -

Total capital assets not being depreciated - - - -
Capital assets being depreciated:
System equipment 36,820 4,717 - 41,537
Distribution system 153,925 42,139 - 196,064
Automobiles & Trucks - 16,615 - 16,615

Total capital assets being depreciated 190,745 63,471 - 254,216
Less accumulated depreciation for:
System equipment (3,037) 4,379) - (7.416)
Distribution system (13475) (7,037) - (20,512)
Automobiles & Trucks - (277) - (277)

Total accumulated depreciation (16,512) (11,693) - (28,205)

Total capital assets, being depreciated, net 174,233 51,778 - 226,011

Colorado City activities capital assets, net $ 174233 $ 51,778 $ - $ 226011
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 4. Long-Term Debt

The following table summarizes the changes to long term debt during the year ended June 30,
2005:

Balance Balance Current
6/30/2004 Additions Retirements 6/30/2005 Portion

Hildale City:

Capital lease payable $ - $ 16615 $ - $ 16,615 $ 3721
Total Hildale City - 16,615 - 16,615 3,721

Colorado City:

Capital lease payable - 16,615 - 16,615 3,721

Notes payable 21,872 - 21,872 - -
Total Colorado City 21,872 16,615 21,872 16,615 3,721

Total long-term debt $ 21872 $§ 33,230 $ 21872 $ 33 230 $ 7442

Long-term debt at June 30, 2005 is comprised of the following issue:

Hildale Colorado
City City Total

Capital Lease Payable

Lease payable to GMAC in monthly installments of $798

through June 2009 at an interest rate of 7.15%. $ 16,615 $ 16615 $ 33230
Total long-term debt 16,615 16,615 33,230
Less current portion (3,721) (3,721) (7,442)
Net long-term debt ' $ 12,894 $ 12,394 $ 25,788
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 5. Capital Lease Payable

The Gas Departments entered into a lease agreement with GMAC for the purchase of a 2005
Chevrolet Utility Truck. Equipment capitalized under the lease amounts to $33,230.
Depreciation expense and accumulated depreciation on the capitalized lease is $552 and $552
respectively. The lease requires monthly payments of $798 through June 2009, including interest
of 7.15 percent.

The following is an annual schedule of future minimum lease payments with the present value of
the net minimum lease payments for the years ending June 30:

Year
ending
June 30, Total
2006 9,576
2007 9,576
2008 9,576
2009 9,576
Thereafter -
Total remaining lease payments 38,304
Less amount representing interest (5,074)
Present value of net remaining lease payments $ 33,230
NOTE 6. - Board of Trustees, Mayors and Councils

The Board of Trustees consists of four members appointed by the Town of Colorado City and
three members appointed by Hildale City.

The Hildale City council consists of a mayor and five council members. The Colorado City
council consists of a mayor and six council members.
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 7. Standard Fuel Accounts Receivable / Payable

Standard Fuel is currently installing the gas lines for both Colorado City and Hildale City
customers who request installation. Rather than billing the Customers directly, the Gas
Departments have agreed to bill each customer and remit the hook up fees to Standard Fuel upon
collection. Thus an amount titled “Receivable - Standard Fuel” has been included on the balance
sheet along with a corresponding “Standard Fuel Payable.”

NOTE 8. Risk Management

The Departments are exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disaster. The gas
distribution system for Hildale City is covered on Hildale City’s insurance policy through the
Utah Local Government Trust. The gas distribution system for Colorado City is covered on
Colorado City’s insurance policy through the Arizona Municipal Risk Retention Pool. All
employees are employed by Colorado City and covered by Colorado City’s insurance policy.
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‘KEMPBURDICK
Kemre Burpior Hinton & Havl 1.G.

CPA'S & ADVISORS

MEMBERS:
KRris J. BRAUNBERGER

Independent Auditors’ Report on Compliance with DEAN R. BURDICK,
Laws and Regulations and on - | BRrENT R. Hau
Internal Control Over Financial Reporting T mon
Based on an Audit of Basic Morris J. PEAcock
Financial Statements Performed in Accordance MicHAEL K. SPILKER

MaRrk E. TICHENOR

with Government Auditing Standards

Executive Director and

- Members of the Board of Trustees of

Gas Departments of Hildale/Colorado City

We have audited the basic financial statements of the Gas Departments of Hildale/Colorado City (the Gas
Departments) as of and for the year ended June 30, 2005, and have issued our report thereon dated August
31, 2005. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards apphcable to financial audits contained in Government Audztmg
Standards issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Gas Departments' financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance that are required to be reported under

- Government Auditing Standards. However, we noted certain immaterial instances of noncompliance,

which we have reported to the management of the Gas Departments in a separate letter dated September'
15, 2005.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Gas Departments' internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness.is a
condition in which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to-
the financial statements being audited may occur and not be detected within a timely period by employees

P.O. Box 38 337 SouTH MaIN, SulTe 230 ‘ PO Box 3575 - .
63 SouTH 300 EasT, SuITE 100 CEDAR PROFESSIONAL PLAZA 590 WesT MEesquiTe BLYD., SuITE 201 ’
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WWW.KEMPBURDICK.COM



“in the normal course of performing their aséigned functions. We noted no matters 'in'vleing the internal
' control over financial reporting and its operation that we consider to be material weaknesses. However, "
‘we noted other miatters involving the internal control over financial reporting, which we have reported to

" "the management of the Gas Departments ina separate letter dated September 15, 2005

- ThlS report is. mtended solely for the 1nformat10n and use of the mayors, councﬂs power board,

.. management, and various federal and state agencies and i is not intended to be and should not be used by

: .anyone other than these spemﬁed partles However, thls report is a matter of pubhc record and its

o "dlstnbutlon is not limited.

@MWW;@

- " KEMP, BURDICK, HINTON & HALL, LC

'..August31 2005
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Executive Director and
Members of the Board of Trustees of
Gas Departments of Hildale/Colorado City

During our audit of the funds of the Gas Departments of Hildale/Colorado City (the Gas Departments) for
fiscal year ended June 30, 2005, we noted that management has made improvements to the accounting
and budgeting system and we wish to commend management and the board on their achievements.
However, we noted a few areas that need corrective action in order to be in compliance with laws and

- regulations and we found a few circumstances that, if improved, would strengthen the Gas Departments'

accounting system and control over its assets.

Since the Gas Departments' accounting system is fully integrated with Hildale City’s accouhtiﬁg system,

- we have included all of our findings and recommendations in the Hildale City management letter which
- will be made available to each participating board. ‘

It has been a pleasure to be of service to the Gas Departments this past year. We would like to express

special thanks to all those who assisted us so efficiently in this year's audit. We invite you to ask-
questions of us throughout the year as you feel it necessary and we look forward to a continued pleasant

 professional relationship.

‘Sincerely,

/57%///4‘&_;/%&/4(

- KEMP, BURDICK, HINTON & HALL, L.C.

September 15, 2005
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We have audited the accompanying basnc financial statements of Twin City Power Joint Management,
Operation and Maintenance Agreement (Twin City Power) as of June 30, 2005, and for the year then
ended. These basic financial statements are the responsibility of Twin City Power's management.. Our
‘responsibility is to express an opinion on these basic financial statements based on our audit. -

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, '

" issued by the Comptroller General of the United States. Those standards require that we plan and perform-
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
financial position of Twin City Power as of June 30, 2005, and the results of its operations and cash flows .
for the year then ended in conformity with accountmg principles generally accepted in the Umted States
of America. -

In accordance with Government Auditing Standards, we have also issued our report dated August 31,
2005, on our consideration of Twin City Power’s internal control structure and on its compliance with
laws and regulations. The purpose of that report is to describe the scope of our testing of internal control

over financial reporting and compliance and the results of that testing, and not to provide an opinion on

the internal control over financial reporting or on compliance. That report is an integral part of an audit =~
performed in accordance with Government Auditing Standards and should be read in conJunctlon w1th "
this report in considering the results of our audit. :

Management’s Dlscussmn and Analysis is not a requlred part of the basic financial statements but i is
supplementary information required by the Government Accounting Standard Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods
of measurement and presentation of - the supplementary information. However we d1d not audit the
information and express no opinion on it.

The supplementary information on bond requirements is presented for purposes of add1t10nal analysis and
is not a required part of the audited financial statements of Twin City Power. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements .and, in our
opinion, is fairly presented in all material respects in relation to the basic financial statements. taken as a

whole.
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' .The accompanymg fmancral statements have been prepared assuming that Twm Crty Power will contmue

as a going concern. As dlscussed in notes 5, 8,9, and 10 to the financial statements, Twin City Power,
under -current condltlons is. unable to operate the generatlon plant, sale wholesale power to consumers,
and ultlmate]y mmake ‘payments -on the outstandmg revenué bonds. These conditions raise substantial

~ . doubt about its abrhty to continue as a going concern. Management s.plans regardrng these matters have

" been descrrbed in-hotes 5 and 12." The financial statements do not 1nclude any adjustments that might
. result from the outcome of this uncertamty ‘

@M%M" “

- KEMP ‘BURDICK, HINTON &HALL LC.
. -August 31 2005
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TWIN CITY POWER

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of Twin City Power, we offer readers of these financial statements a narrative overview
and analysis of the financial activities of Twin City Power for the fiscal year ended June 30, 2005. Please
read it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

e Net assets were a deficit balance of ($31,560) as of June 30, 2005.

e Twin City power managed to improve its financial position by going from a loss of ($563,393) in
fiscal year 2004 to a positive change in net assets of $2,231,181 in fiscal year 2005 through cost
management measures, an electric rate increase, and the sale of a gas contract.

The generation fund also sold gas on the open market generating gross revenue of $2,159,166.

e Twin City Power failed to make the required principal payments on its outstanding Electric Revenue
Bonds, Series 1995 and 1997 during the fiscal year. Total past due principal as of June 30, 2005 was
$735,000.

e The net revenue requirement for the fiscal year per the bond covenants is $3,405,196 which is 1.25

times the aggregate debt service for the forthcoming fiscal year. The actual net revenues were
$2,909,977 which yielded a shortfall of $495,219.

OVERVIEW OF THE FINANCIAL STATEMENTS
The basic financial statements of Twin City Power (a business-type activity) consist of the following:

Statement of Net Assets — Presents information on all of Twin City Power’s assets and liabilities, with
the difference reported as “Total Net Assets.” The total net assets, when viewed over time, will track
Twin City Power’s financial position.

Statement of Revenues, Expense, and Changes in Net Assets - Presents information regarding the
change in Twin City Power’s net assets during the year. Twin City Power uses the accrual basis of
accounting in which revenues and expenditures are recognized when earned and incurred. Thus, revenues
and expenditures are reported in these statements for items that will affect future cash flows.

Statement of Cash Flows — Presents net cash flows for operating activities, investing activities, and

capital and related financing activities. It also includes the net cash increase for the period, cash at the
beginning of the period and cash at the end of the period.

FINANCIAL ANALYSIS

Condensed financial information derived from the basic financial statements is presented below followed
by a brief narrative on selected items.




POWER DEPARTMENTS
Statement of Net Assets (Condensed)

_ 6/30/2004 6/30/2005

Current Assets $ 1231,118 $ 3,379,249
Noncurrent Assets 17,743,645 18,615,801

Total Assets ‘ 18,974,763 21,995,050
Current Liabilities 2,123,548 3,332,655
Noncurrent Liabilities 19,080,000 18,660,000
Other Liabilities 33,956 33,956

Total Liabilities 21,237,504 22,026,611

Total Net Assets $ (2262741 $ (31,561)

Statement of Revenues, Expenses and Changes in Net Assets (Condensed)

6/30/2004 6/30/2005
Total Operating Revenues $ 8071319 $ 5480179
Total Operating Expenses 7,282,931 4,785,181
Operating Income/(Loss) 788,388 694,998
Non-Operating Revenues/(Expenses) (1,351,781) 1,536,183
Change in Net Assets $ (563393) $ 2,231,181

Operaﬁng income as a percentage of operating revenues increased from 9.8% in 2004 to 12.6% in fiscal
year 2005. '

Twin City Power provides electric generation and distribution to customers. Twin City Power’s net cost
(total cost less revenues generated by the activities) is presented in the statement of revenues, expenses
and changes in net assets. During fiscal year 2005, net assets increased by $2,231,181.

A comparison of the operating revenues and operating expenses for the current and prior year is
presented below:



POWER DEPARTMENTS REVENUE BY SOURCE (Combined)

Year ended June 30, 2004 and 2005

6/30/2004 6/30/2005
REVENUES:
Charges for services $ . 3,282,693 $ 3,129,792
Wholesale power sales 209,447 -
Wholesale power sales - HC, CC 3,197,972 122917
Wholesale gas sales 1,256,913 2,159,166
Penalties and interest 74,085 60,502
Other revenues 50,209 7,802
Total Revenues $ 8071319 $  5480,179

Revenues by Source - Current Year

Wholesale gas sales

39%
Wholesale power

sales - HC, CC
2%

Wholesale power

sales
0% Penalties and
interest
1%

Other revenues
0%

Charges for services
58%




POWER DEPARTM ENTS OPERATING EXPENSES (Combined)
Year ended June 30, 2004 and 2005

6/30/2004 6/30/2005
OPERATING EXPENSES:
Contract wages & benefits $ 381,928 $ 306,592
Office expenses & travel 29,489 34,271
Repairs & maintenance 272,198 309,938
Rent 21,557 21,402
Insurance 146,872 147,188
Legal & professional fees 264,188 292,806
Miscellaneous 46,577 18,239
Purchased power 4,139,537 1,991,480
Natural gas purchases and transportation 1,096,203 819,480
Fuel and oil 28,909 4,466
Water treatment 53,001 18,679
Depreciation / amortization 802,472 820,640
Total Operating Expenses $§ 7282931 $ 4785,181

Natural gas pufchases Fuel and oil
and transportation 0%
18%

Water treatment

0%
Depreciation /
- amortization
17%

Operating Expenses - Current Year

Contract wages &
benefits
6%

Office expenses & travel

Purchased power 1%

43%

Repairs & maintenance
6%

Miscellaneous
0% Rent

0%

Legal & professional fees
6%

Insurance
3%



CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The capital assets of Twin City Power are those assets that are used in performance of Twin City Power’s
functions including vehicles, equipment, buildings, generation system, and the power distribution system.
At the end of fiscal year 2003, net capital assets of the Departments activities totaled $13,640,145.

Debt

At year-end, the Departments had $19,815,000 in long-term debt. (See notes to the financial statements
for detailed descriptions.)

NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

Tn considering the Budget for fiscal year 2005/2006, the Power Board and management conservatively
projected revenues and expenditures keeping in mind that the future of Twin City Power is uncertain.
Overall operating expenditures were budgeted so as to contain costs at approximately the same level as
fiscal year 2004/2005. There are no large capital projects anticipated for FY 2005/2000.

CONTACTING THE DEPARTMENTS’ FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Departments finances for all those
with an interest in the government’s finances and to show the Departments accountability for the money it
receives. If you have questions about this report or need additional financial information, contact
Jeremiah Barlow, Treasurer, P.O. Box 840490, Hildale, Utah 84784.




TWIN CITY POWER l
Statement of Net Assets
- Enterprise Funds
June 30, 2005 l
Distribution Generation Combined l
Hildale Colorado Hildale Total
City City City (Memorandum Only)
Assets l
Current Assets:
Cash $ - 3 - $ 2424938 3 2,424,938
Receivables (net of allowance) 177,876 255,937 33,063 466,876 ‘
Intemal balances . (54,746) (1,087,926) 1,142,672 -
Due from other governments 72,721 - - 72,721
Inventory 131,611 197.416 - 329,027 I
Prepaid expenses ‘ 11,221 - 74,466 85,687
Total current assets 338,683 (634,573) 3,675,139 3,379,249
Noncurrent assets: l
" Restricted cash - - 3,927,612 3,927,612
Property and equipment 1,113,335 2,331,013 16,948,369 20,392,717
Accumulated depreciation (390,446) (888,904) (5,473,222) (6,752,572) I
Deferred charges - - 1,048,044 1,048,044
Total noncurrent assets 722,889 1,442,109 16,450,803 18,615,801
Total Assets $ 1061572 $ 807,536 $ 20,125942 $ 21,995,050 l
Liabilities
Current Liabilities: . I
Accounts payable $ 40,636 § 20,197 § 419,336 $ 480,169
Accrued habilities 1,290 1,132 316,297 318,719
Accrued interest - - 1,237,327 1,237,327
Customer deposits 30,123 82,592 - 112,715
CCIA payable ) - 28,725 - 28,725
Current portion of bonds payable - - 1,155,000 1,155,000
Total current liabilities 72,049 132,646 3,127,960 3,332,655 l
Noncurrent liabilities:
Bonds payable . - - 18,660,000 18,660,000
Total noncurrent Liabilities - - 18,660,000 18,660,000
Other Liabilities:
Deferred revenue 15214 18,742 - 33,956 l
Total Liabilities 87,263 151,388 21,787,960 22,026,611
Net Assets . l
Invested in capital assets, net of related debt 722,889 1,442,100 (8,339,853) (6,174,855) [
Restricted for:
Debt service - - 681 681
Renewal and replacement - - 343,611 343,611
Restructuring - - 3,583,320 3,583,320
Unrestricted 251,420 (785,960) 2,750,223 2,215,683
Total Net Assets $ 974309 $ 656,149 $§ (1,662,018) $ (31,560) l
The accompanying notes are an integral part of the financial statements. I
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TWIN CITY POWER
Statement of Revenues, Expenses and Changes in Net Assets
Enterprise Funds
Year Ended June 30, 2005
Distribution Generation Combined
Hildale Colorado Hildale Total
City City City (Memorandum Only)
Operating Revenues
Charges for services $ 1,251,621 $ 1,878,171 $ - $ 3,129,792
Wholesale power sales - HC, CC - - 122,917 122917
Wholesale gas sales - - 2,159,166 2,159,166
Penalties and interest 22,704 37,798 - 60,502
Otherrevenues 90 2,761 4951 7,802
Total operating revenues 1,274,415 1,918,730 2,287,034 5,480,179
Operating expenses ‘
Contract wages & benefits 50,330 74,556 181,706 306,592
Office expenses & travel 3,749 9,410 21,112 34,271
Repairs & maintenance 42,035 42,680 225,223 309,938
Rent 5,468 7,201 8,733 21,402
Insurance 7,667 28,952 110,569 147,188
Legal & professional fees 25,191 37,795 229,820 292,806
Miscellaneous 3,210 4,037 10,992 18,239
Purchased power 49,155 73,762 1,868,563 1,991,480
Natural gas purchases and transportation - - 819,480 819,480
Fuel and oil - 2,374 2,092 4,466
Water treatment - - 18,679 18,679
Depreciation / amortization 52,766 88,071 679,803 820,640
Total operating expenses 239,571 368,838 4,176,772 4,785,181
Operating income/(loss) 1,034,844 1,549,802 (1,889,738) 694,998
Non-operating revenues/(expenses)
Interest income 9,538 8,907 32,244 50,689 _
Contributed capital 65,524 54,776 - 120,300
Interest expense and fiscal charges - - (1,584,806) (1,584,806)
Gain on sale of gas contract - - 2,950,000 2,950,000
Total non-operating revenue (expense) 75,062 63,683 1,397,438 1,536,183
Change in net assets 1,109,906 1,613,575 (492,300) 2,231,181
Total net assets, beginning of year (135,597) (957,426) (1,169,718) (2,262,741)
Total net assets, end of year $ 974,309 $ 656,149 $ (1,662,018) $ 31,560

The accompanying notes are an integral part of the financial statements.
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Cash flows from opertating activities

TWIN CITY POWER
Statement of Cash Flows
Enterprise Funds
Year Ended June 30, 2005
Distribution Generation Combined
Hildale Colorado Hildale Total
City City City (Memorandum Only)
Cash flows from operating activities:
Cash received from customers, service fees $ 1,225,952 $ 1,915,932 $ 292,226 $ 3,434,110
Cash receipts from quasi-external operating transactions - - 2,832,152 2,832,152
Cash received from customers, other 22,794 40,559 2,164,117 2,227,470
Cash paid to suppliers (173,116) (148,063) (3,358,129) (3,679,308)
Cash payments for quasi-external operating transactions (1,113,340) (1,718,814) - (2,832,154)
Cash paid to employees (53,889) (86,667) 739,837 599,281
Cash flows from operating activities (91,599) 2,947 2,670,203 2,581,551
Cash flows from capital and related
financing activities:
Purchase of fixed assets (1,379) (66,630) (27,911) (95,920)
Proceeds on sale of fixed assets 17,764 - - 17,764
Sale of gas contract - - 2,950,000 2,950,000
Interest paid - - (1,548,508) (1,548,508)
Capital contributions 65,524 54,776 - 120,300
Cash flows from capital and related financing activities 81,909 (11,854) 1,373,581 1,443,636
Cash flows from investing and other sctivities:
Interest on investments 9,538 8,907 32,244 50,689
Cash flows from investing and other activities 9,538 8,907 32,244 50,689
Net increase (decrease) in cash and cash equivalents (152) - 4,076,028 4,075,876
Cash and cash equivalents, beginning of year 152 - 2,276,522 2,276,674
Cash and cash equivalents, end of year $ - 3 - $ 6,352,550 $ 6,352,550
Reconciliation of operating income to cash flows
from operating activities:
Net operating income/(loss) $ 1,034,844 $ 1,549,892 $(1,889,738) $ 694,998
Adjustments to reconcile operating income to
net cash provided by operating activities:
Depreciation/amortization 52,766 88,071 679,803 820,640
Changes in operating assets and liabilities:
(Increase)/Decrease in receivables 32,909 37,761 292,226 362,896
(Increase)/Decrease in due from other governments (58,578) - - (58,578)
(Increase)/Decrease in inventory (6,783) (22,674) - (29,457)
(Increase)/Decrease in prepaids (7,937) - 9,882 1,945
Increase/(Decrease) in accounts payable (71,076) 7,060 (52,748) (116,764)
Increase/(Decrease) in accrued liabilities (3,559) (12,111) 921,543 905,873
Increase/(Decrease) due to / from other funds (1,064,185) (1,645,052) 2,709,235 (2)

$ (91599 _$§ 2,947

Supplementary Schedule of Non-Cash Investing and Financing Activities:

Amortization of bond discounts to interest expense

$ - $ -

$ 2,670,203 $ 2,581,551

$ (36,298)

Then accompanying notes are an integral part of the financial statements
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies

General

Twin City Power Joint Management, Operation and Maintenance Agreement (Twin City Power)
was formed on April 29, 1994 by the Town of Colorado City, Arizona and Hildale City, Utah (the
Cities). The Town of Colorado City, Arizona, pursuant to the provisions of Title 11, Chapter 7,
Article 3, Arizona Revised Statutes, as amended (the "Arizona Joint Exercise of Powers Act")
and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the "Utah Interlocal Co-operation Act") entered into the "Electric
Distribution Systems Management Operation and Maintenance Agreement."

Each City has acquired its own electric system which is independently owned and financed and
reflected in the funds of Twin City Power. Each City's ownership percentage in Twin City Power
is based upon their original investments in their City's system and subsequent specific
contributions. Common operating revenues and expenditures are allocated on the basis of the
proportion that the annual energy sales to each City’s electric customers bears to the total annual
energy sales.

The "Power Board" consists of seven Members, three appointed by the Mayor and Council of
Hildale City and four Members appointed by the Mayor and Council of Colorado City. Each
Member is entitled to one vote. Budgeting and financing is done by the “Power Board” and
merely ratified by each City's Council.

Reporting Entity

In evaluating how to define Twin City Power, for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit in
the reporting entity is made by applying the criteria set forth in GAAP. The basic, but not the
only, criterion for including a potential component unit within the reporting entity is the
governing body's ability to exercise oversight responsibility. The most significant manifestation
of this ability is financial interdependency. Other manifestations of the ability to exercise
oversight responsibility include, but are not limited to, the selection of governing authority, the
designation of management, the ability to significantly influence operations and accountability for
fiscal matters. The other criterion used to evaluate potential component units for inclusion or
exclusion from the reporting entity is the existence of special financing relationships, regardless
of whether Twin City Power is able to exercise oversight responsibilities. Based upon the
application of these criteria, there are no separate component units combined to form the
reporting entity.

The accompanying financial statements include all activities of the Power Departments.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies (Continued)

Basis of Presentation and Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal
and accounting entity with a self-balancing set of accounts, which are segregated for the purpose
of carrying on specific activities or attaining certain objectives in accordance with special
regulations, restrictions or limitations. The Department’s only fund is an enterprise fund.

Fund financial statements report detailed information about the Hildale City and Colorado City
Power Departments. The focus of financial statements is on major funds rather than reporting
funds by type. Each major fund is presented in a separate column. The only funds of the
Departments are enterprise funds. The accrual basis of accounting is generally followed as
revenues are from services which are susceptible to accrual and expenditures are recorded when
the liability is incurred. The Department applies all applicable GASB pronouncements as well as
FASB pronouncements issued on or before November 30, 1989 unless those pronouncements
conflict with or contradict GASB pronouncements.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. Twin City Power has elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise fund are charges to customers for electric
services. Operating expenses for the enterprise fund includes the cost of sales and services,
administrative expenses, and depreciation of capital assets. All revenues and expenses not
meeting this definition are reported as non-operating items.

Budgets aild Budgetary Accounting

Annual budgets are prepared and adopted by each of the City Councils on or before June 22 for
the fiscal year commencing the following July 1, in accordance with State law. The operating
budget includes proposed expenditures and the proposed sources of financing for such
expenditures. Prior to June 22, a public hearing is conducted to obtain taxpayer input. Budgets
are adopted and control of budget appropriations is exercised, under State law, at the department
level. Budget amendments are required to increase expenditure budgets. The Twin City Power
Board adopts or ratifies by resolution, the budgets passed by each City Council.

Budgets for the proprietary fund types are prepared using the accrual basis of accounting, except
that depreciation was not budgeted.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies (Continued)

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable
appropriation, is not employed by Twin City Power.

Accounts Receivable

Accounts receivable consists mainly of amounts due for electrical services provided. Twin City
Power maintains customer deposits to cover anticipated uncollectible accounts. An allowance for
uncollectible accounts has also been accrued.

Inventories

Inventories in the electric fund consist principally of materials used in the repair and maintenance
of the systems and are valued at cost and accounted for on a first-in, first-out basis.

Wages and Salaries

All employees are employed by Colorado City. Twin City Power reimburses Colorado City for
wages, payroll taxes and benefits.

Taxes
Property taxes are collected by each city’s respective county and remitted to the cities (see each
city’s respective financial statement, footnotes for property tax calendars and procedures). The

cities then remit taxes collected for debt service to their respective electric utility funds.

Cash and Cash Equivalents

"Twin City Power cash and cash equivalents are considered to be cash-on-hand, demand deposits

and short-term investments with original maturities of three months or less from the date of
acquisiition. '
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies (Continued)

Net Assets

Net assets is the difference between assets and liabilities. Net assets invested in capital assets, net
of related debt are capital assets, less accumulated depreciation and any outstanding debt related
to the acquisition, construction or improvement of those assets. Net assets are reported as
restricted when there are legal limitations imposed on their use by legislation or external
restrictions by other governments, creditors or grantors.

Depreciable Fixed Assets

Fixed assets in the proprietary funds are carried at cost. Depreciation is computed using the
straight-line method over the following estimated useful lives:

Generation System 25 -30 years
Distribution System - ‘ 25 -30 years
Gas Lines 22 years
Vehicles & Equipment 5-10 years
Office Furniture & Equipment 5-7 years

When assets are retired or otherwise disposed of, the cost and related accumulated depreciation
are removed from the accounts, and any resulting gain or loss is reflected in net income for the
period. The cost of maintenance and repairs is charged to expense as incurred; significant
renewals and betterments are capitalized. Material interest expense is capitalized net of interest
earnings on temporary investment of tax-exempt funds in accordance with Financial Accounting
Standards number 62.

Estimates
Generally accepted accounting principles require management to make estimates and assumptions

that affect assets and liabilities, contingent assets and liabilities, and revenues and expenditures.
Actual results could differ from those estimates.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State
Treasurer about investment policies, promote measures and rules that will assist in strengthening
the banking and credit structure of the state and review the rules adopted under the authority of
the State of Utah Money Management Act that relate to the deposit and investment of public
funds.

Twin City Power follows the requirements of the Utah Money Management Act (Utah code,
Section 51, chapter 7) in handling its depository and investment transactions. The Act requires
the depositing of Twin City Power funds in qualified depositories. The Act defines a qualified
depository as any financial institution whose deposits are insured by an agency of the Federal
Government and which has been certified by the State Commissioner of Financial Institutions as
meeting the requirements of the Act and adhering to the rules of the Utah Money Management
Council.

Twin City Power participates in Hildale City's Central Treasury. The City's Central Treasury consists

of the following at fiscal year end:

Far West Bank $ 182387
State Treasurer's Investment Pool 697,941
U.S. Bank 1,088,288
Wells Fargo Bank 927308
Zions First National Bank 213221
Less amounts transferred to Hildale City and other Jomt Ultilities (684,207)
$ 2,424,938

Twin City Power's equity in Hillale City's Central Treasury and cash held directly by Twin City
Power By fund at fiscal year end is as follows:

Colorado Hildale
Cash By Fund Hildale City City Generation Total
Equity in Central Treasury ~ $ - $ - $ 2,424,938 $ 2424938
Bond Escrow Account - - 3,583,319 3,583,319
Zions First National Bank - - 344,293 344,293
Total Cash and Investments  $ - $ - $ 6,352,550 $ 6,352,550
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments (Continued)

Deposits
Custodial Credit Risk

For deposits this is the risk that in the event of a bank failure, the government’s deposit may not
be returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June
30, 2005, $2,197,056 of the Hildale City’s central treasury’s bank balance of $2,597,057 was
exposed to custodial credit risk because it was uninsured and collateralized.

Twin City Power does not have a formal policy for custodial credit risk. The bank balances of
deposits held by Twin City Power directly at June 30, 2005 totals $3,927,612. Of these bank
balances, $3,826,930 was exposed to custodial credit risk because it was uninsured and
collateralized.

Investments

The Money Management Act defines the types of securities authorized as appropriate investment
for Twin City Power and the conditions for making investment transactions. Investment
transactions may be conducted only through qualified depositories, certified dealers, or directly
with issuers of the investment securities.

Statutes authorize Twin City Power to invest in negotiable or nonnegotiable deposits of qualified
depositories and permitted negotiable depositories; repurchase and reverse repurchase
agreements; commercial paper that is classified as “first tier’ by two nationally recognized
statistical rating organizations, one of which must be Moody’s Investor Services or Standard &
Poor’s, bankers’ acceptances; obligations of the United States Treasury including bills, notes, and
bonds; bonds, notes, and other evidence of indebtedness of political subdivisions of the State;
fixed rate corporate obligations and variable rate securities rated “A” or higher, or the equivalent
of “A” or higher, by two nationally recognized statistical rating organizations; shares or
certificates in a money market mutual fund as defined in the Act; and the Utah State Public
Treasurer’s Investment Fund

The Utah State Treasurer’s Office operates the Public Treasurer’s Investment Fund (PTIF). The
PTIF is available for investment of funds administered by any Utah public treasurer.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments (Continued)

The PTIF is not registered with the SEC as an investment company. The PTIF is authorized and
regulated by the Money Management Act, Section 51-7, Utah Code Annotated, 1953, as
amended. The Act established the Money Management Council which oversees the activities of
the State Treasurer and the PTIF and details the types of authorized investments. Deposits in the
PTIF are not insured or otherwise guaranteed by the State of Utah, and participants share
proportionally in any realized gain or losses on investments.

The PTIF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTIF are allocated based upon the participant’s average
daily balance. The fair vale of the PTIF investment pool is approximately equal to the value of
the pool shares.

As of June 30, 2005 the government had the following investments and maturities:

Investments Maturities (in Years)

Fair - Less More
Investment Type Value than 1 1-5 6-10 than 10
- State of Utah Public Treasurer's
Investement Fund $ 697941 $ 697941 $ - 3 - $ -
Total Fair Value $ 697941 $ 697941 $ - 3 - $ -

Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Twin City Power’s policy for managing its exposure to fair value loss arising from
increasing interest rates is to comply with the State’s Money Management Act. Section 51-7-11
of the Act requires that the remaining term to maturity of investments may not exceed the period
of availability of the funds to be invested. -

Credit risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its

obligations. Twin City Power’s policy for reducing exposure to credit risk is to comply with the
State’s Money Management Act.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments (Continued)

At June 30, 2005 Hildale City had the following investments and quality ratings:

Quality Ratings
Fair
Investment Type Value . AAA AA A Unrated
State of Utah Public Treasurer's
Investement Fund $ 697941 $ - 3 - 8 - $ 697941
Total Fair Value $ 697941 $ -5 - $

- § 697941

NOTE 3. Capital Assets

The following table summarizes the changes to capital assts during the year ended June 30, 2005:

Balance : Balance
Hildale City: 6/30/2004 Additions Deletions 6/30/2005
Capital assets not being depreciated:
Construction in Progress $ 159432 $(113205 § 46,227
Total capital assets not being depreciated 159.432 - " (113,205) 46,227
Capital assets being depreciated:
Machinery and equipment 49,165 1,378 - 50,543
Automobile and trucks 16,798 - - 16,798
Improvements other than buildings 904,324 95,443 - 999,767
Total capital assets being depreciated 970,287 96,821 - 1,067,108
Less accumulated depreciation for: .
Machinery and equipment (9,009) (11,786) - (20,795)
Automobile and trucks (9,454) (3,360) - (12,814)
Improvements other than buildings (319,217) (37,620) - (356,837)
Total accumulated depreciation "~ (337,680) (52,766) - (390,446)
Total capital assets, being depreciated, net 632,607 44,055 - 676,662
Hildale City activities capital assets, net $ 792,039 $ 44,055 $(113205) $ 722,889
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005
NOTE 3. Capital Assets (Continued)
Balance Balance

Colorado City: 6/30/2004 Additions Deletions 6/30/2005
Capital assets not being depreciated:
Construction in Progress $ 253,031 $(183,691) $ 69,340

Total capital assets not being depreciated 253,031 - (183,691) 69,340
Capital assets being depreciated:
Machinery and equipment 26,335 2,008 - 28,403
Automobile and trucks 104,993 - - 104,993
Improvements other than buildings 1,880,024 248,253 - 2,128277

Total capital assets being depreciated 2,011,352 250,321 - 2,261,673
Less accumulated depreciation for:
Machinery and equipment (13,520) (4,281) - (17,801)
Automobile and trucks (88,199) (4,559) - (92,758)
Improvements other than buildings (699,114) (79,231) - (778,345)

Total accumulated depreciation (800,833) (88,071) - (888,904)

Total capital assets, being depreciated, net 1,210,519 162,250 - 1,372,769

Colorado City activities capital assets, net $ 1,463,550 $ 162250 $(183,691) $ 1442109
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005
NOTE 3. Capital Assets (Continued)
Balance Balance

Hildale Generation: 6/30/2004 Additions Deletions 6/30/2005
Capital'assets not being depreciated:
Construction in Progress $ - 8 - $ - $ -

Total capital assets not being depreciated - - - -
Capital assets being depreciated:
Machinery and Equipment 27,629 2,096 - 29,725
Generation Plant 3,014,747 - - 3,014,747
Generation Sets . 71,826,650 - - 7,826,650
Transmission Lines 2,747424 25814 - 2,773,238
Gas Lines _ 3,304,009 - - 3,304,009

Total capital assets being depreciated 16,920,459 27910 - 16,948,369
Less accumulated depreciation for:
Machinery and Equipment ‘ (10,166) (4,500) - (14,666)
Generation Plant (905,740) (104,319) - (1,010,059)
Generation Sets (2,118,515) (313,066) - (2,431,581)
Transmission Lines (671,568) (92,536) - (764,104)
Gas Lines (1,102,630) (150,182) - (1,252,812)

Total accumulated depreciation (4,808,619) (664,603) - (5,473,222)

Total capital assets, being depreciated, net 12,111,840 (636,693) - 11,475,147

Hildale Generation capital assets, net $12,111,840 $(636,6093) $ - $ 11475,147
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 4. Long-Term Debt

The following is a summary of changes in long-term debt for the year ended June 30, 2005:

Balance Balance Current
June 30, 2004 Additions Retirements June 30, 2005 Portion
Hildale Generation:
Electric Revenue Bonds
Series 1997 $ 1,310,000 $ - $ - $ 1,310,000 $ 70,000
Electric Revenue Bonds
Series 1995 18,505,000 - - 18,505,000 1,085,000
Total Long-Term Debt 19,815,000 $ - $ - $ 19,815,000 $ 1,155,000

Long-term debt consists of the following at June 30, 2005:

Hildale Colorado
City City Total

Electric Revenue Bonds, Series 1997, due in annual
principal installments ranging from $15,000 to
$190,000, bearing interest at 1.75%, payable semi-
annually, maturing September 1, 2025, $ 1310000 $ - $ 1,310,000
Electric Revenue Bonds, Series 1995, due in annual
principal installments ranging from $210,000 to
$1,805,000, bearing interest at 7.00 - 8.00%, payable
semi-annually, maturing September 1, 2025. 18,505,000 - 18,505,000

19,815,000 - 19,815,000
Less Current Portion (1,155,000) - (1,155,000)
Total Long-Term Debt $ 18660000 $ - $ 18,660,000
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 4. Long-Term Debt (Continued)

Debt service requirements to maturity are as follows:

Year ended Hildale City Total
June 30, Principal Interest Principal Interest

2006 $ 1,155,000 $ 1,569,157 $ 1,155,000 $ 1,569,157
2007 445,000 1,443,601 445,000 1,443,691
2008 430,000 1,409,596 430,000 1,409,596
2009 470,000 1,373,677 470,000 1,373,677
2010 515,000 1,335,158 515,000 1,335,158

2011 - 2015 3,270,000 5,904,872 3,270,000 5,904,872

2016 - 2020 4,805,000 4,393,476 4,805,000 4393476

2021 - 2025 6,750,000 2,140,015 6,750,000 . 2,140015

2026 - 2030 1,975,000 71,758 1,975,000 77,758
Total $ 19815000 $ 19,647,400 $ 19,815,000 $ 19,647,400

NOTE 5. Reserved Retained Earnings - Bond Reserves - Restructuring

Reservations are used to indicate that a portion of the fund balance is not available for
appropriation or expenditure, or is legally segregated for a specific future use. At June 30, 2005,
Twin City Power’s debt related reserves and restructuring related reserves are as follows:

Restricted
Required Cash Equity
Reserves Balance Reserves
Hildale City Generation Fund — Bond $2,759,255 $ 344,292 $ -
Reserves
Hildale City Generation Fund — $ 3,583,320 $ 3,583,320 $ -

Restructuring Reserves™*

*Effective April 1, 2005, Twin City Power sold its gas contract to El Paso Corporation (See note
12). As part of the agreement, the Bondholders and Management of Twin City Power agreed to
transfer, into an escrow account, the proceeds from the sale of the contract as well as the net
proceeds from a portion of the natural gas sales on the open market. Asa result, $3,577,660 was
transferred to an escrow account and began to accrue interest. The funds will remain in the
escrow account, earning interest, until the Board Members and the Bond Holders come to a
consensus on restructuring efforts.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 6. Board of Directors, Mayors and Councils

The Board of Directors consists of three members appointed by Hildale City and four members
appointed by the Town of Colorado City.

The Hildale City council consists of a mayor and five council members. The Colorado City
council consists of a mayor and six council members. :

NOTE 7. Contributed Materials and Services

Twin City Power records the value of donated goods or services when there is an objective basis
available to measure their value. Donated materials and equipment are reflected as contributions
in the accompanying statements at their estimated values at date of receipt. No amounts have
been reflected in the statements for donated services (labor) as no objective basis is available to
measure the value of such services. Nevertheless, several volunteers donated significant amounts
of their time towards acquiring the electrical distribution systems and forming Twin City Power.

NOTE 8. Power Sales Contracts - Concentration of Risk

Twin City Power entered into a firm power sales agreement with the City of St. George, wherein
Twin City Power agreed to sell firm power and the associated energy to the City of St. George.
The agreement was effective July 1, 1994 through June 30, 2024. However, this power sales
agreement was terminated effective July 15, 2003. Actual power sales to St. George City under
contract were terminated in December of 2002. Total sales to St. George City for fiscal year
2002 were $2,847,439 and $1,131,000 for fiscal year 2003. During fiscal year 2004, Twin City
Power generated power for St. George City during July and August to meet peak demands.
Wholesale power sales to St. George City for fiscal year 2004 amounted to $ 209,447 as shown

“on the Statement of Revenues, Expenses and Changes in Net Assets. Twin City Power did not

sale power to St. George City in fiscal year 2005.

Hildale City and Colorado City entered into a power sales contract on December 15, 1995,
wherein Colorado City agrees to purchase energy generated by Hildale City. The charge to
Colorado City for capacity and energy is Colorado City's pro rata share of the operation and
maintenance expenses and capital costs during the period, after the application of all other
revenues. During the current fiscal year, Colorado City was charged $73,762 (60.01%) and the
Hildale City Distribution fund was charged $49,155 (39.99%). Amounts due to the Hildale City
generation fund by the Colorado City and Hildale City distribution funds are $1,087,926 and
$54,746 respectively.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 9. Bond Covenants — Disclosures — Defaults

The City’s Power fund net revenues for the current fiscal year failed to meet the requirement
set forth in Section 6.13(b) of the Series 1995 and Series 1997 bond resolutions/covenants.

The net revenue requirement for the current fiscal year is $3,405,196 which is 1.25 times the
aggregate debt service for the forthcoming fiscal year. The actual net revenues were $2,909,977
which yields a shortfall of $495,219.

As discussed in Note 8 and Note 10, as of July 15, 2003, Twin City Power’s firm power sales
agreement with St. George City was terminated. The cancellation of this contract is an event
of default under the bond resolutions. '

During fiscal year 2005, Twin City Power failed to make the required principal payments on
two of its outstanding Electric Revenue Bonds, Series 1995 and Series 1997 shown in Note 4.
Total principal past due as of June 30, 2005 was $735,000. Twin City Power has not made any
principal payments on the bonds listed above since fiscal year 2003 through the issuance date
of the financial statements. Non-payment constitutes default under both bond resolutions.

NOTE 10. Natural Gas Price Issues

Natural gas costs are have risen substantially in recent years. Expectations of the generation plant
assumed natural gas costs at under $2.00 per decatherm. Natural gas pricing has been as high as
$7.00 per decatherm and higher throughout some of the winter months for fiscal year 2005.
Although the City has acquired hedge positions in the Rocky Mountain gas fields, on March 31,
2002, one half of the hedge positions expired. Thus, the City is currently purchasing gas on a
month-to-month basis for one half of the required purchases.

As a result of high gas costs, the City has not been able to continue generating power under the
St. George City contract. As discussed in Note 8, Twin City Power’s contract with St. George
City was irrevocably cancelled.

Rolls Royce terminated its long-term maintenance agreement with the generation plant in the
prior year. They terminated the agreement due to generation shutdowns and unacceptable natural
gas prices. Currently, any maintenance and parts for the generation plant’s turbine generators are
the sole responsibility and cost of Twin City Power.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2005

NOTE 11. Risk Management

Risk Management

Twin City Power is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disaster. Colorado
City and Hildale City maintain insurance for Twin City Power’s general liability, auto liability,
employee dishonesty and worker’s compensation through Utah Local Government Trust, Arizona
Municipal Risk Retention Pool, Worker’s Compensation Fund of Utah, and the Arizona State
Worker’'s Compensation Fund. Insurance coverage for power plant property and business
interruption are maintained through Liberty Surplus Insurance Company.

NOTE 12. Sale of Gas Contract

On December 28, 1995, Twin City Power entered into an agreement with Conoco, Inc.
(subsequently purchased by CIG Merchant Company, Inc.) to purchase natural gas at a fixed rate.
This contract, having significant value in the 2005 winter gas market, was sold to El Paso
Corporation effective April 1, 2005 for $2,950,000. The gain resulting from the sale of the
contract is reported in the non-operating portion of the Statement of Revenues, Expenses and
Changes in Net Assets. '

Upon sale of the contract, the proceeds were transferred to an escrow account being held for
future restructuring purposes by the Management of Twin City Power. In addition to the
proceeds from the sale, a portion of the natural gas sales made by Twin City Power to CIMA
Energy, LTD. were also transferred to the escrow account(See note 5). The Series 1995 and 1997
Bondholders have consented to this process and the two parties are currently in deliberations
concerning the future of the Hildale City Power Generation Fund.
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TWIN CITY POWER

Supplementary Information on Bond Requirements
June 30, 2005

The Series 1995 and 1997 Electric System Bond Resolutions set forth certain covenants and restrictions.
The City is not in compliance with all covenants and restrictions for the Electric System Bond Resolution

- requirements see Note 9.

Additional disclosures required by the Resolutions are:

Total Billings Average Average Total
2004-2005 Per Month Per Customer Customers
CCA Residential $ 144821492 $120,684.58 $ 2501.23 579
CCA Commercial 366,499.28 30,541.61 3,593.13 102
CCA Public 361,586.07 30,132.17 32,871.46 11
Total CCA Billings $  2176,300.27 $181,358.36 $ 3,144.94 692
HCU Residential $ 808,224.19 $ 67,352.02 $ 3,132.65 258
HCU Commercial 537,904.36 44.825.36 7,576.12 71
HCU Public 101,586.64 8,465.55 12,698.33 8
Total HCU Billings $ 144771519 $120,642.93 $ 4295.89 337
Insurance coverage in effect at June 30, 2005:
Policy Number Effective Expires Limits

Coverage with Utah Local Governments Trust:

General Liability 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Property 11720-GL.351-2004 12/15/2004 Continuous $ 5,000,000
Automobile physical damage 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Uninsured motorist 11720-GL351-2004 12/15/2004 Continuous $ 65,000
Coverage with Liberty Surplus Insurance Corporation:

Power Plant Property 5D117585004 4/1/2005 4/1/2006 $ 10,874,200
Business Interruption 5D117585004 4/1/2005 4/1/2006 $ 4,669,048
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Independent‘Auditors" Report on Compliance with ' - MemaeRs:

. KRis J. BRAUNBERGER
Laws and Regulations and on . Dean R. Buroick
Internal Control over Financial Reporting - BRENT R. HaLL
Based on an Audit of Basic KENNETH A. HinToN

. . . GREGORY A. KEMP
Financial Statements Performed in Accordance Mormis J. PEACOCK

with Government Auditing Standards MicHAEL K. SPiLKER

MaRrk E. TiICHENOR

Executive Director and
Members of the Board of Trustees of
Twin City Power

- We have audited the basic financial statements of Twin City Power Joint Management, Operation and
- Maintenance Agreement (Twin City Power) as of and for the year ended June 30, 2005, and have issued

our report thereon dated August 31, 2005. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

3 Comg‘ liance

- As part of obtaining reasonable assurance about whether Twin City Power's financial statements are free -
~ of material misstatement, we performed tests of its compliance with certain provisions of laws,
- regulations, contracts, and grants, noncompliance with which could have a direct and material effect on

the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards. However, we noted certain immaterial instances of noncompliance,

- which we have reported to management of Twin City Power in a separate letter dated September 15, ‘

2005.

" Imternal Control Over Financial Reporting : ' _ Sl

- In planning and performing our audit, we considered Twin City Power‘s internal control over financial

reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components does not -
reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. We noted no matters involving the internal

~ control over financial reporting and its operation that we consider to be material weaknesses.

P.‘o' Box 38 K - 337 SouTtH MaiN, SuITE 230 P.O. Box 3575 .
63 SouTH 300 EasT, SUITE 100 ; : CeDAR PROFESSIONAL PLAZA 590 WEST MESQUITE BLvD., SUITE 201
ST. GEORGE, UTAH 84771 , . CeDAR CITY, UTAH B4720 MesquiTe, NV 89024 ‘
OFFICE (435) 628-3663 . OFFICE. (435) B65-7666 OFFIcE (702) 346-3462
- Fax (435) 628-3668 Fax (435) 867-6111 Fax (702) 346-3464 .
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' _However, we noted other matters involving the internal control over financial reporting, which we have

o reported to management of Twin City Power in a separate letter dated September 15, 2005'.

lThlS report is mtended solely for the information and use ‘of -the mayors councﬂs power board '
management and various federal and state agen01es anid is not intended to be and should not be used by

anyone other than these spec1ﬁed partles However thlS report is a matter of pubhc record and its

+  distribution:is not limited.:

@W/mﬁ;/{éé’éa c,

| _'KEMP BURDICK, HINTON &HALL L.C.
__ August 31 2005 '



 KEMPBURDICK
Keume Burpior Hinton & Hai 1.C.

. CPA'S & ADVISORS

Findings and Recommendations emn _
RIS J. BRAUNBERGER
; DeaN R. BuRrDIcK
'‘BRENT R. HaLL
KenNNETH A. HINTON

GREGORY A. KEmMP

Executive Director and o ‘ Morris J. Peacock
Members of the Board of Trustees of ; MicHAEL K. SPILKER
TWin Clty Power MARK E. TICHENOR

During our audit of the funds of Twin City Power Joint Management, Operation & Maintenance -
Agreement (Twin City Power) for fiscal year ended June 30, 2005, we noted that management has made
improvements to the accounting and budgeting system and we wish to commend management and the
board on their achievements. However, we noted a few areas that need corrective action in order to be in
compliance with laws and regulations and we found a few circumstances that, if improved, would
strengthen Twin City Power’s accounting system and control over its assets. .

Since Twin City Power’s accounting system is fully integrated with Hildale City’s accounting system, we
have included all of our findings and recommendations in the Hildale City management letter which will
be made available to each participating board.

It has been a pleasure to be of service to Twin City Power this past year. We would like to express
special thanks to all those who assisted us so efficiently in this year's audit. We invite you to ask
questions of us throughout the year as you feel it necessary and we look forward to a continued pleasant
professional relationship.

Sincerely,

;&A/W%«ﬁ;w c.c

KEMP, BURDICK, HINTON & HALL, L.C.
September 15, 2005
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Water Departments of Hildale/Colorado City

We have audited the accompanying financial statements for the Water Departments of Hildale, Utah and
Colorado City, Arizona as of June 30, 2005, as listed in the table of contents. These basic financial statements
are the responsibility of the Departments’ management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable:to f1nanc1al audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. -
An audit also includes assessing the accounting principles used and significant estimates made by management, -
as well as evaluating the overall financial statement presentation. We believe that our audit provides a .
reasonable basis for our opinion. ‘ P

In our opinion, the financial statements referred to above present fairly, in all material respects, the ﬁrtaneial '
position of the Water Departments as of June 30, 2005 and the results of its operations and its cash flows for the
_year then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated August 31, 2005 on our -
consideration of the Water Departments internal control over financial reporting and on our tests of its
compliance with certain provisions of laws and regulations. The purpose of that report is to describe the scope of "
our testing of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. The report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit. :

The Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information required by the Government Accounting Standards Board. We have applied certain _
limited procedures, which consisted principally of inquiries of management regardmg the methods of
measurement and presentation of the supplementary information. However, we did not audit the information .
and express no opinion on it.

7&7, Lo, Sl L .

KEMP, BURDICK, HINTON & HALL, L.C.

August 31, 2005
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WATER DEPARTMENTS

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Water Departments, we offer readers of the Departments’ financial statements this
narrative overview and analysis of the financial activities of the Departments for the fiscal year ended
June 30, 2005. Please read it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

Total assets exceed total liabilities (net assets) by $981,118 at the close of the fiscal year.
Total net assets increased by $51,774.

Total operating revenues were $563,763.

Total operating expenses were $525,736.

At the end of the current fiscal year, unreserved net assets for the Departments were $341,285.

OVERVIEW OF THE FINANCIAL STATEMENTS

The basic financial statements of the Water Departments’ (a business-type activity) consist of the
following:

Statement of Net Assets — Presents information on all of the Water Departments’ assets and liabilities,
with the difference reported as “Total Net Assets.” The total net assets, when viewed over time, will
track the Departments’ financial position. R

Statement of Revenues, Expense, and Changes in Net Assets - Presents information regarding the

change in the Departments’ net assets during the year. The Departments use the accrual ‘basis of
accounting in which revenues and expenditures are recognized when earned and incurred. Thus, revenues

and expenditures are reported in these statements for items that will affect future cash flows.

Statement of Cash Flows — Presents net cash flows for operating activities, investing activities, and
capital and related financing activities. It also includes the net cash increase for the period, cash at the
beginning of the period and cash at the end of the period.

FINANCIAL ANALYSIS

Condensed financial information derived from the basic financial statements is presented below followed
by a brief narrative on selected items.



WATER DEPARTMENTS
Statement of Net Assets (Condensed) |

6/30/2004 6/30/2005

Current Assets $ 333,420 $ 398,524
Noncurrent Assets 859,557 810,638

Total Assets 1,192,977 1,209,162
Current Liabilities 92,113 67417
Long-Term Liabilities 171,520 160,627

Total Liabilities 263,633 228,044

Total Net Assets $ 929,344 $ 981,118 .

Statement of Revenues, Expenses and Changes in Net Assefs (Condensed)

6/30/2004 6/30/2005
Total Operating Revenues $ 590,520 $ 563,763
Total Operating Expenses 556,060 525,736
Operating Income/(Loss) ‘ ‘ 34,460 38,027
Non-Operating Revenues/(Expenses) ' ' 19,407 13,747
Change in Net Assets = . ... : o $ 53867  $ 51,774

Operating expenses this year were $525,736 as shown above. Operating revenues were $563,763.
Operating income as percentage of operating revenues was 6.74%.

The Water Departments’ provide water services to customers. The Departments’ net cost (total cost less
revenues generated by the activities) is presented in the statement of revenues, expenses and changes in
net assets. During fiscal year 2005, Net Assets increased by $51,774.

A comparison of the operating revenues and operating expenses for the current and prior year is
presented below:




WATER DEPARTMENTS' REVENUE BY SOURCE (Combined)

Year ended June 30, 2004 and 2005

6/30/2004
REVENUES:
Charges for services $ 570,961
Late charges and penalties 19,559
Total Revenues $ 590,520

Revenues by Source - Current Year

Charges for services
97%

6/30/2005

$ 541,552
16,155

$ 557,707

Late charges and
penalties
3%



WATER DEPARTMENTS' OPERATING EXPENSES (Combined)
Year ended June 30, 2004 and 2005

6/30/2004 6/30/2005

OPERATING EXPENSES:
Contract wages & benefits . $ 28,868 $ 39,337
Office expenses & travel 4,066 4,773
Repairs & maintenance 72,675 61,423
Utilities 59,254 58,368
Insurance 11,168 8,756
Legal & professional fees 42,679 35,309
Purchased water 271,911 251,612
Depreciation/Amort. 65,439 66,158
Total Operating Expenses $ 556,060 $ 525,736

Depreciation/Amort.
13%

Operating Expenses - Current Year

Contract wages & benefits
7%

Office expenses & travel

‘Purchased water 1%

- 47%

Repairs & maintenance
2%

Legal & professional fees
1%

‘Utilities
11%

Insurance
2%




CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The capital assets of the Departments are those assets that are used in performance of Departments’
functions including vehicles, equipment, buildings, wells and water system. At the end of fiscal year
2005, net capital assets of the Departments’ activities totaled $810,638.

Debt

At year-end, the Departments’ had $170,806 in long-term debt. During the current fiscal year, the
Departments’ total debt decreased by $17,341. (See the notes to the financial statements for detailed
descriptions.)

NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the Departments budget for fiscal year 2005/2006, the Departments’ Board and
management were cautious as to the growth of revenues and expenditures. Overall operating expenditures
were budgeted so as to contain costs at approximately the same level as fiscal year 2004/2005. There are
no large capital projects anticipated for FY 2005/2006.

CONTACTING THE DEPARTMENTS’ FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Departments’ finances for all those
with an interest in the government’s finances and to show the Departments’ accountability for the money
it receives. If you have questions about this report or need additional financial information, contact
Jeremiah Barlow, Hildale City Treasurer, P.O. Box 840490, Hildale, Utah 84784.



WATER DEPARTMENTS
Statement of Net Assets
Enterprise Funds
June 30, 2005
Totals (Memorandum only)
Hildale Colorado June 30, June 30,
City City 2005 2004
Assets
Current Assets:
Cash $ 124,639 $ 174,653 299,292 $ 208,904
Recetvables 32,953 66,279 99,232 124,516
Total Current Assets $ 157,592 $ 240932 398,524 $ 333,420
Non current Assets:
Property and equipment 236,253 1,003,236 1,239,489 1,222,250
Accumulated depreciation (93,684) (335,167) (428,851) (362,693)
Total Noncurrent Assets 142,569 668,069 810,638 859,557
Total Assets $ 300,161 $ 909,001 1,209,162 $ 1,192,977
Liabilities
Current Liabilities: .
Accounts payable $ 18,692 $ 37,902 56,594 $ 75,486
Customer deposits ' 540 105 645 -
Capital lease payable - current portion - - - 6,943
Notes payable - current portion 3,562 6,616 10,178 9,684
Total Current Liabilities 22,794 44,623 67,417 92,113
Non current Liabilities:
Capital lease payable-net of current portion - - - -
Notes payable-net of current portion 56,220 104,407 160,627 171,520
Total Non current Liabilities 56,220 104,407 160,627 171,520
Total Liabilities 79,014 149,030 228,044 263,633
Net Assets
Invested in capital assets, net of related debt 82,787 557,046 639,833 671,410
Unreserved 138,360 202,925 341,285 257,934
Total net assets $ 221,147 $ 759,971 981,118 $ 929,344

The accompanying notes are an integral part of the financial statements.
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WATER DEPARTMENTS
Statement of Revenues, Expenses and Changes in Net Assets

Enterprise Funds
For the Year Ended June 30, 2005

Operating Revenues

Charges for services
Late charges and penalties

Total Operating Revenues
Operating Expenses
Contract wages & benefits
Office expenses & travel
Repairs & maintenance
Utilities
Insurance
Legal & professional fees
Purchased water
Depreciation/amortization
Total Operating Expenses
Operating Income
Non-Operating Income/(Expenses)
Interest income
Contributed capital
Interest expense and fiscal charges
Gain/(Loss) on Sale of Assets
Total Non-Operating Income (Loss)

Change in net assets

Total net assets, beginning of year

Total net assets, end of year

Totals (Memorandum only)

Hildale Colorado June 30, June 30,
City City 2005 2004
$ 185,126 $ 356,426 $ 541,552 $ 570,961
4,850 11,305 16,155 19,559
192,617 371,146 563,763 590,520
12,952 26,385 39,337 28,868
2,107 2,666 4,773 4,066
20,852 40,571 61,423 72,675
19,958 38,410 58,368 59,254
1,304 7,452 8,756 11,168
12,005 23,304 35,309 42,679
85,548 166,064 251,612 271,911
14,925 51,233 66,158 65,439
169,651 356,085 525,736 556,060
22,966 15,061 38,027 34,460
1,412 3,692 5,104 3,100
5,861 11,378 17,239 28,934
(3,007) (5,589) (8,596) (10,521)
- - - (2,106)
4,266 9,481 13,747 19,407
27,232 24,542 51,774 53,867
193,915 735,429 929,344 875,477
$ 221,147 $ 759971 $ 981,118 $ 929344

The accompanying notes are an integral part of the financial statements.
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WATER DEPARTMENTS
Statement of Cash Flows
Enterprise Funds
For the Year Ended June 30, 2005

Totals (Memorandum only)

Hildale Colorado June 30, June 30,
City City 2005 2004
Cash flows from operating activities
Cash received from customers, service fees $ 195,438 $ 371,398 $ 566,836 $ 555,948
Cash received from customers, other 8,031 14,825 22,856 19,559
Cash paid to suppliers (160,222) (318,249) (478,471) (466,997)
Cash flows from operating activities 43247 67,974 111,221 108,510
Cash flows from capital and related
financing activities
Acquisition of capital assets (5,861) (11,378) (17,239) (49,442)
Contributed capital 5,861 11,378 17,239 28,935
Principal paid on capital lease (2,151) (4,792) - (6,943) 6411
Principal paid on long-term debt (3,639) (6,759) (10,398) (9,027)
Interest paid (3,007) (5,589) (8,596) (10,522)
Cash flows from capital and related
financing activities (8,797) (17,140) (25,937) (46,467)
Cash flows from investing activities . ,
Interest on investments 1,412 3,692 5,104 3,100
Net increase/(decrease) in cash and cash equivalents - 35,862 54,526 90,388 65,143
Balances - Beginning of the year 88,777 120,127 208,904 143,761
Balances - End of the year $ 124,639 $ 174,653 $ 299,292 $ 208,904
Reconciliation of operating income to net cash
flows from operating activities:
Net operating income $ 22966 $ 15,061 $ 38,027 $ 34,460
Adjustments to reconcile net operating income
to net cash provided by operating activities:
Depreciation/amortization _ 14,925 51,233 66,158 65,441
Changes in operating assets and liabilities:
(Increase)/Decrease in receivables 10,312 14972 25,284 (15,013)
Increase/(Decrease) in accounts payable (5,496) (13,397) (18,893) 23,622
Increase/(Decrease) in customer deposits 540 105 645 -
Cash flows from operating activities $ 43247 $ 67974 $ 111,221 $ 108,510

 Schedule of non-cash transactions:
Disposal of fixed assets $ - $ - $ - $ (2,106)

The accompanying notes are an integral part of the financial statements.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies

General

The Twin City Water Joint Management, Operations and Maintenance Agreement or the Water
Departments of Hildale/Colorado City (the Water Departments) was formed on February 22,
1997, by the Town of Colorado City, Arizona and Hildale City, Utah (the Cities). The Town of
Colorado City, Arizona, pursuant to the provisions of Title 11, Chapter 7, Article 3, Arizona
Revised Statutes, as amended (the “Arizona Joint Exercise of Powers Act”) and the City of
Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code Annotated 1953, as
amended (the “Utah Interlocal Co-operation Act”) entered into the “Inter-Governmental
Agreement.”

Each City has acquired its own water system which is independently owned and financed and
reflected in the funds of the Water Departments. Each City’s ownership percentage in The Water
Departments was calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating
expenditures are allocated based on actual revenues billed to each City’s customers.

The Board of Trustees consists of seven trustees, three appointed by the Mayor and Council of
Hildale City, three appointed by the Mayor and Council of Colorado City, and one appointed by a
joint designation of both cities. Each trustee is entitled to one vote.

Reporting Entity

In evaluating how to define the Water Departments, for financial reporting purposes, management
has considered all potential component units. The decision to include a potential component unit
in the reporting entity is made by applying the criteria set forth in generally accepted accounting
principles (GAAP). The basic, but not the only, criterion for including a potential component unit
within the reporting entity is the governing body's ability to exercise oversight responsibility.

The most significant manifestation of this ability is financial interdependency. Other
manifestations of the ability to exercise oversight responsibility include, but are not limited to, the
selection of governing authority, the designation of management, the ability to significantly
influence operations and accountability for fiscal matters. The other criterion used to evaluate
potential component units for inclusion or exclusion from the reporting entity is the existence of
special financing relationships, regardless of whether the Water Departments are able to exercise
oversight responsibilities. Based upon the application of these criteria, there are no separate
component units combined to form the reporting entity.

The accompanying financial statements include all activities of the Water Departments.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Basis of Presentation and Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal
and accounting entity with a self-balancing set of accounts, which are segregated for the purpose
of carrying on specific activities or attaining certain objectives in accordance with special
regulations, restrictions or limitations. The Department’s only fund is an enterprise fund.

Fund financial statements report detailed information about the Hildale City and Colorado City
Water Departments. The focus of financial statements is on major funds rather than reporting
funds by type. Each major fund is presented in a separate column. The only funds of the
Departments are enterprise funds. The accrual basis of accounting is generally followed as
revenues are from services which are susceptible to accrual and expenditures are recorded when
the liability is incurred. The Departments’ apply all applicable GASB pronouncements as well as
FASB pronouncements issued on or before November 30, 1989 unless those pronouncements
conflict with or contradict GASB pronouncements.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in proprietary fund financial statements to the extent that those standards
do not conflict with or contradict guidance of the Governmental Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to this same limitation. The Departments
have elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise fund are charges to customers for water
services. Operating expenses for the enterprise fund includes the cost of sales and services,
administrative expenses, and depreciation of capital assets. All revenues and expenses not
meeting this definition are reported as non-operating items.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Budgets and Budgetary Accounting

Annual budgets are prepared and adopted by each of the City Councils on or before June 22 for
the fiscal year commencing the following July 1, in accordance with State law. The operating
budget includes proposed expenditures and the proposed sources of financing for such
expenditures. Prior to June 22, a public hearing is conducted to obtain taxpayer input. Budgets
are adopted and control of budget appropriations is exercised, under State law, at the department
level. Budget amendments are required to increase expenditure budgets. The Water
Departments' Board of Trustees adopts or ratifies by resolution, the budgets passed by each City
Council.

Budgets for the proprietary fund types are prepared using the accrual basis of accounting.
Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable
appropriation, is not employed by the Water Departments.

Accounts Receivable

Accounts receivable consists solely of amounts due for water services provided. Management
does not consider an allowance for uncollectible accounts receivable necessary or material and;
therefore, no allowance has been recorded

Inventories

Inventories and supplies are considered immaterial and are not recorded.

Wages and Salaries

All employees are employed by Colorado City. The Water Departments reimburse Colorado City
for wages, payroll taxes and benefits.

Estimates
Generally accepted accounting principles require management to make estimates and assumptions

that affect assets and liabilities, contingent assets and liabilities, and revenues and expenditures.
Actual results could differ from those estimates.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 1. Summary of Significant Accounting Policies, Continued

Net Assets

Net assets is the difference between assets and liabilities. Net assets invested in capital assets, net
of related debt are capital assets, less accumulated depreciation and any outstanding debt related
to the acquisition, construction or improvement of those assets. Net assets are reported as
restricted when there are legal limitations imposed on their use by the Departments’ legislation or
external restrictions by other governments, creditors or grantors.

Depreciable Fixed Assets

Fixed assets in the proprietary funds are carried at cost. Depreciation is computed using the
straight-line method over the following estimated useful lives:

Distribution System 25 years
Office Furniture & Equipment 5-7 years

When assets are retired or otherwise disposed of, the cost and related accumulated depreciation
are removed from the accounts, and any resulting gain or loss is reflected in change in net assets
for the period. The cost of maintenance and repairs is charged to expense as incurred; significant
renewals and betterments are capitalized.

NOTE 2. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State
Treasurer about investment policies, promote measures and rules that will assist in strengthening
the banking and credit structure of the state and review the rules adopted under the authority of
the State of Utah Money Management Act that relate to the deposit and investment of public
funds.

The Water Departments’ follow the requirements of the Utah Money Management Act (Utah
code, Section 51, chapter 7) in handling its depository and investment transactions. The Act
requires the depositing of The Water Departments’ funds in qualified depositories. The Act
defines a qualified depository as any financial institution whose deposits are insured by an agency
of the Federal Government and which has been certified by the State Commissioner of Financial
Institutions as meeting the requirements of the Act and adhering to the rules of the Utah Money
Management Council.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments, Continued

The Water Departments participate in Hildale City's Central Treasury. The City's Central
Treasury consists of the following at fiscal year end:

Far West Bank $ 182387
State Treasurer's Investment Pool 697,941
U.S. Bank 1,088,288
Wells Fargo Bank 927,308
Zions First National Bank 213,221
Less amounts transferred to Hildale and Colorado City Joint Utilities (2,809,853)
299,292
Colorado
Hildale City City Total
Equity in Central Treasury $ 124,639 $ 174,653 $ 299292
Deposits
Custodial Credit Risk

For deposits this is the risk that in the event of a bank failure, the government’s deposit may not
be returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June
30, 2005, $2,197,056 of the Hildale City’s central treasury’s bank balance of $2,597,057 was
exposed to custodial credit risk because it was uninsured and collateralized.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments, Continued

Investments

The Money Management Act defines the types of securities authorized as an appropriate
investment for the The Water Departments’ and the conditions for making investment
transactions. Investment transactions may be conducted only through qualified depositories,
certified dealers, or directly with issuers of the investment securities.

Statutes authorize the The Water Departments’ to invest in negotiable or nonnegotiable deposits

- of qualified depositories and permitted negotiable depositories; repurchase and reverse repurchase
agreements; commercial paper that is classified as “first tier’ by two nationally recognized
statistical rating organizations, one of which must be Moody’s Investor Services or Standard &
Poor’s, bankers’ acceptances; obligations of the United States Treasury including bills, notes, and
bonds; bonds, notes, and other evidence of indebtedness of political subdivisions of the State;
fixed rate corporate obligations and variable rate securities rated “A” or higher, or the equivalent
of “A” or higher, by two nationally recognized statistical rating organizations; shares or
certificates in a money market mutual fund as defined in the Act; and the Utah State Public
Treasurer’s Investment Fund

The Utah State Treasurer’s Office operates the Public Treasurer’s Investment Fund (PTIF). The
PTIF is available for investment of funds administered by any Utah public treasurer.

The PTTF is not registered with the SEC as an investment company. The PTIF is authorized and
regulated by the Money Management Act, Section 51-7, Utah Code Annotated, 1953, as
amended. ‘The Act established the Money Management Council which oversees the activities of
the State Treasurer and the PTIF and details the types of authorized investments. Deposits in the
PTIF are not insured or otherwise guaranteed by the State of Utah, and participants share
proportionally in any realized gain or losses on investments.

The PTTF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTIF are allocated based upon the participant’s average
daily balance. The fair vale of the PTIF investment pool is approximately equal to the value of
the pool shares.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 2. Deposits and Investments, Continued

As of June 30, 2005 the government had the following investments and maturities:

Investments Maturities (in Years)

Fair Less More
Investment Type Value than 1 1-5 6-10 than 10
State of Utah Public Treasurer's
Investement Fund $ 697941 $ 697941 $ - $ - $ -
Total Fair Value $ 697941 $ 697941 §$ - % - % -

Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The Water Departments’ policy for managing its exposure to fair value loss arising
from increasing interest rates is to comply with the State’s Money Management Act. Section 51-
7-11 of the Act requires that the remaining term to maturity of investments may not exceed the
period of availability of the funds to be invested.

Credit risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The Water Departments’ policy for reducing exposure to credit risk is to comply

with the State’s Money Management Act.

At June 30, 2005 Hildale City had the following investments and quality ratings:

Quality Ratings
Fair .
Investment Type Value AAA AA A Unrated
State of Utah Public Treasurer's
Investement Fund $ 697941 $ - 3 - $ - $ 697941
Total Fair Value $ 697941 $ - $ - 3 - $ 697,941
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WATER DEPARTMENTS l
Notes to the Financial Statements
June 30, 2005 l
NOTE 3. Capital Assets I
The following table summarizes the changes to capital assets during the year ended June 30, 2005: I
Balance Balance
Hildale City: 6/30/2004 Additions Deletions 6/30/2005 .
Capital assets not being depreciated:
Land and land easements $ - $ - $ - $ - l
Total capital assets, not being depreciated - - - -
Capital assets being depreciated
Office equipment 1,144 - - 1,144 I
Automobiles and trucks 12,897 - - 12,897
Water distribution system 178,367 5,861 - 184,228
System equipment 37,985 - - 37,985 l
Total capital assets, being depreciated 230,393 5,861 - 236,254
Less accumulated depreciation for: '. , ‘ '
Office equipment 677 (160) - (837)
Automobiles and trucks (978D (2,281) - (12,068) l
Water distribution system (39,190) (7,252) - - (46442)
System equipment : (29,106) (5,232) - (34,338)
Total accumulated depreciation (78,760) (14,925) - (93,685) I
Total capital assets, being depreciated, net 151,633 (9,064) - 142,569
Hildale City activities capital assets, net $ 151,633 $ 0064 $ - - $ 142,569 l
17



WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 3. Capital Assets, Continued

The following table summarizes the changes to capital assets during the year ended June 30, 2005:

Colorado City:
Capital assets not being depreciated:
Land and land easements ‘
Total capital assets, not being depreciated

Capital assets being depreciated
Office equipment
Automobiles and trucks
Water distribution system
System Equipment
Total capital assets, being depreciated

Less accumulated depreciation for:

Office equipment

Automobiles and trucks

Water distribution system

System equipment

Total accumulated depreciation
Total capital assets, being depreciated, net
Colorado City activities capital assets, net

Balance Balance
6/30/2004 Additions Deletions 6/30/2005
$ - $ - $ - $ -

2,634 - - 2,634
26,184 - - 26,184
887,764 11,378 - 899,142
75,277 - - 75277
991,859 11,378 - 1,003,237
(1,257) (455) - (1,712)
(19,871) (4,634) - (24,505)
(204.436) (35,738) - (240,174)
(58,371) (10,406) - (68,777)
(283,935) (51,233) - (335,168)
707,924 (39,855) - 668,069
$ 707924 $ (39,855) $ - $ 668,069
18




WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 4. Long-Term Debt

The following is a summary of changes in long-term debt for the year ended June 30, 2005:

Balance Balance Current

6/30/2004  Additions  Retirements 6/30/2005 Portion

Notes payable $181,203 $ - $ 10,398 $170,805 '$ 10,178
Capital leases 6,943 - 6,943 - -
Total Long-term debt $188,146 $ - $ 17,341 $170,805 $ 10,178

Long term debt consists of the following at June 30, 2005:

. : Hildale Colorado
Notes Payable : K City City Total

Note Payable to Twin City Water Authority

bearing interest at 5.00 percent, due in monthly

principal and interest installments of $1,583

maturing June 26, 2018. $ 59,782 $ 111,023 170,805
Total Long Term Debt 59,782 111,023 170,805
Less Current Portion: (3,562) (6,616) (10,178)
Net Long Term Debt $ 56,220 $ 104,407 160,627
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 4.

Long-Term Debt, Continued

Maturities of Notes Payable are as follows:

Year Ended Hildale City Colorado City Total
June 30, Principal Interest Principal Interest Principal Interest
2006 3,562 $ 3,086 $ 6,616 $ 5,732 $ 10178 $ 83818
2007 3,745 2,904 6,954 5,393 10,699 8,297
2008 3,936 2,712 7,310 5,037 11,246 7,749
2009 4,138 2511 7,684 4,663 11,822 7,174
2010 4,349 2,299 8,077 4,270 12,426 6,569
2011-2015 25,320 7.923 47,023 14,714 72,343 22,637
2016-2018 14,732 4,991 27,359 9,269 42,091 14,260
Total 59,782 $ 26,426 $ 111,023 $ 49,078 $ 170805 $ 75,504
20



WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2005

NOTE 5. Commitments

The Water Departments have entered into an agreement with Twin City Water Works for the
maintenance of the water distribution system. Twin City Water Works provides for all of the
repairs and routine maintenance of the system and bills the Water Departments monthly based on
hourly rates for labor and equipment use as provided in the agreement. The agreement is for a
term of two years beginning April 1, 1996, with an automatic one year extension unless canceled
in writing by either party.

NOTE 6. Board of Trustees, Mayors and Councils

The Board of Trustees consists of seven trustees, three appointed by the Mayor and Council of
Hildale City, three appointed by the Mayor and Council of Colorado City, and one appointed by a
joint designation of both cities. Each trustee is entitled to one vote.

The Hildale City council consists of a mayor and five council members. The Colorado City
council consists of a mayor and six council members.

NOTE7.  Risk Management

Risk Management

The Departments are exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disaster. The
Departments maintain insurance for the water distribution systems through Hildale City and
Colorado City’s insurance policies which are held through the Utah Local Government Trust and
Arizona Municipal Risk Retention Pools. All employees are employed by Colorado City and
covered by Colorado City’s insurance policy.
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Keme Burpior FhinTton & HaLi L. <.

CPA'S 8: ADVISORS

MEMBERS:
KRris J. BRAUNBERGER
DeaN R. Burbpick

Independent Auditors’ Report on Compliance with ' BrenT R. HaLL
Laws and Regulations and on KENNETH A. HinTON
Internal Control Over Financial Reporting Pmaomy A Kemr
Based on an Audit of Basic _ MicHaeL K. SPILKER

Financial Statements Performed in Accordance Maric E. TIcHENOR
with Government Auditing Standards ‘

Executive Director and
Members of the Board of Trustees of
‘Water Departments of Hildale/Colorado City

'We have audited the basic financial statements of the Water Departments of Hildale/Colorado City (the
Water Departments) as of and for the year ended June 30, 2005, and have issued our report thereon dated
August 31, 2005. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Water Departments' financial statements are free
-of material misstatement, we performed tests of its compliance with certain provisions of laws, regulatlons
contracts, and grants, noncompliance with which could have a direct and material effect on the determination -
“of financial statement amounts. However, providing an opinion on compliance with those provisions was not.
an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests -

- disclosed no instances of noncompliance that are required to be reported under Government Auditing

Standards. However, we noted certain immaterial instances of noncompliance, which we have reported to
the management of the Water Departments in a separate letter dated September 15, 2005.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Water Departments' internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. ‘Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be material weaknesses. A material weaknessisa ‘

“condition in which the design or operation of one or more of the internal control components does not reduce
to a relatively low level the risk that misstatements in amounts that would be material in relation to the L
financial statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal control -
over financial reporting and its operation that we consider to be material weaknesses. o
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o However we noted other matters mvolvmg the mternal control over - financial reportmg, whrch we have '
reported to the management of the Water Departments ina separate letter dated September 15, 2005.

- This report is mtended solely for the mformatlon and use of the mayors councrls power board,

. management, and variots federal and state agencies and is not intended to be and should not be used by
~ anyone other than these specrﬁed partles However this report is a matter of pubhc record and its

i drstrlbutlon is mot 11m1ted : :

Al M///A;Mz c.

"KEMP BURDICK _HINTON & HALL L C..
‘ ""August31 2005 -
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, KEMPBURDICK
Kevp Burpiok Finron & Hatu .o,

CPA'S & ADVISORS '

MIEIMBERS:
Kris J." BRAUNBERGER
DeaN R. Buroick
BRENT R. HALL
Findings and Recommendations _ KENNETH A. HINTON
GREGORY A. KEMP
MoRrRis J. PEacOCK
MicHAEL K. SPILKER
MaRrk E. TICHENOR

Executive Director and

Members of the Board of Trustees of
Water Departments of Hildale/Colorado City

' Durmg our audit of the funds of the Water Departments of Hildale/Colorado City (the Water

Departments) for fiscal year ended June 30, 2005, we noted that management has made improvements to

the accounting and budgeting system and we wish to commend management and the board on their

achievements. However, we noted a few areas that need corrective action in order to be in compliance
with laws and regulations and we found a few circumstances that, if improved, would strengthen the
Water Departments accounting system and control over its assets.

Since the Water Departments' accounting system is fully integrated with Hildale City’s accounting
system, we have included all of our findings and recommendations in the Hildale City management letter
which w1ll be made available to each participating board.

It has been a pleasure to be of service to the Water Departments this past year. We would like to expreés :

special thanks to all those who assisted us so efficiently in this year's audit. We invite you to ask
questions of us throughout the year as you feel it necessary and we look forward to a continued pleasant
professmnal relationship. :

Sincerely,

Ko, Bk, pio 2 BRI L

" KEMP, BURDICK, HINTON & HALL, L.C. *°

September 15,2005
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